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1 Introduction 
1.1 RESEARCH BACKGROUND  
Research on Multinational Companies’ (MNC) international operations is one of the 
main pillars in International Business (IB) field. MNCs are the primary drivers of World 
economic growth and global integration, the creators and transferors of new knowledge 
and technology across borders. MNCs contribute to developing countries by creating 
more jobs, upgrading workforce quality, enhancing industrialization, upgrading living 
standards with various product lines and services, and affecting the balance of payment 
and trade structure. Their global value chain is considered as an instrument for efficient 
allocation of economic activity across borders by exploiting location-specific 
advantages of each country (Dunning and Lundan, 2008; Jones, 2005; Kotler and Kotler, 
2014). Considering MNC’s importance, many scholars have devoted their studies to 
developing the literatures in IB field. However, while the technology and economic 
world do not stop changing, and the local environments are diverse, there are 
continuous calls for more studies to enhance our knowledge.  
 One rising topic is the MNCs’ operation in developing countries. Xu and Meyer 
(2013) explicitly state that the contexts of developing countries are different from those 
of developed countries. Accordingly, the higher searching, monitoring, and enforcement 
costs due to less transparency and more information asymmetries led to less efficient 
markets. Due to the less efficient markets and the social traditions, network-based 
behaviors and how firm interact with each other are different from developed countries. 
In developing countries, the governments’ intervention by changing the rules and 
policies, by State-owned business operations, is prevalent. Furthermore, the high 
volatility of key economic and political variables leads to higher risk and uncertainty, 
which hampers MNC’s strategic decisions. Therefore, “some of the assumptions of 
existing theories are less appropriate for emerging economies” (Xu and Meyer, 2013, pp. 
1323), and the research on MNCs’ operations in those markets is increasingly important.  
In this sense, this thesis contributes to IB research by investigating MNCs’ 
operations in the Vietnamese motorcycle industry.  
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In the next section, the relevant IB literature is reviewed to see what they have 
discussed so far about MNCs’ operations in developing countries. Based on that, 
research gaps are pointed out. Then, research questions and analytical framework to 
fulfill the gaps are set up. Finally, the method to conduct the research is demonstrated.   
1.2 LITERATURE REVIEW 
1.2.1 INTERNATIONAL PROCESS OF MARKET-SEEKING MNCS 
Dunning and Lundan (2008) categorized four types of foreign direct investments (FDI), 
including market seekers, natural resource seekers, the efficiency seekers, and the 
strategic asset seekers. Among them, market-seeking MNCs get the most involvement 
in host countries because they produce to serve the local market rather than as part of an 
integrated supply chain for a global market (Dunning and Lundan, 2008; Lou and Park, 
2001). Market seekers frequently need to adapt their products and marketing strategies 
to local tastes. To do that, they try to grasp the knowledge of indigenous resources and 
local environment, familiarize themselves with the local institutions, business customs, 
and cultures. Thus, research on market-seeking MNCs may provide fruitful insights into 
the interactions between MNCs and local factors as well as their contributions to host 
countries. Accordingly, this thesis focused on market-seeking MNCs when investigating 
MNCs’ operations in developing countries.  
“Why, where, and how” market-seeking MNCs expand their operation in a 
specific country is explicated by the OLI paradigm (Dunning and Lundan, 2008). For 
the “why,” MNCs can maximize their profits by expanding markets overseas because 
they have the ownership advantages (O) of “capital, technology, information, 
management and organizational skills; surplus R&D and other capacity; economies of 
scale; ability to generate brand loyalty”. For the “where”, MNCs often choose the 
country with location advantages (L) of “material and labor costs; market size and 
characteristics; government policy (e.g., regulations, import controls, investment 
incentives, etc.).” For the “how,” to bundle their firm-specific and country-specific 
advantages, market-seeking MNCs often consider Internalization advantages (I) rather 
than license the right to do so. Internalizing production itself has some advantages to 
“reduce transaction or information costs, buyer ignorance or uncertainty; to protect 
property rights.” The strategic goals of market-seeking MNCs are to “protect existing 
markets, counteract behavior of competitors; to preclude rivals or potential rivals from 
entering new markets” (Dunning and Lundan, 2008, p. 104-105).  
The process for market-seeking MNCs to expand their operations in a specific 
country is explained in prior studies. Teece (1985) described the dynamics of changing 
from exporting products from home countries via agency contracts, to opening branch 
sales office, finally establishing manufacturing sites in host countries. Dunning and 
Lundan (2008) specified the process in five phases: Phase 1, exports to that country; 
Phase 2, investment in marketing and distribution in that country; Phase 3, production 
of intermediate goods and services in that country; Phase 4, deepening and widening the 
value-added network in that country; Phase 5, integrating that country with 
multinational networks. From phase 4, MNCs’ subsidiaries are autonomous to build and 
control their local supply chain (SC) and perform all tasks from sourcing, producing 
final goods, to engaging in distribution. Meanwhile, MNCs’ subsidiaries in phase 5 
have the capabilities of research and development (R&D), and conduct large-scale 
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exports to other countries. This thesis focuses on MNCs’ operations from phase 4 to 
understand how MNCs’ subsidiaries interact with local SC partners to develop in 
developing countries. At this phase, we can also evaluate how deeply MNCs have 
involved in local supply chains and contribute to developing countries. 
1.2.2 INDUSTRIAL ORGANIZATION AND LOCAL CONTEXT LITERATURES 
The traditional industrial organization paradigm argued that industry environment 
critically affects firms’ strategies and their performances. In other words, firms’ 
strategies such as price and advertising merely reflect the environment in which they 
compete. In this theory, the industry environment refers to the context in which 
competition occurs including “barriers to entry, the number and size distribution of 
firms, product differentiation, and the overall elasticity of demand” (Porter, 1981, pp. 
611). The performance was used in terms of profit, cost minimization, and 
innovativeness. Oligopoly theory, one branch of industrial organization, supplements 
that a firm’s behaviors affect its rivals (Scherer, 1970). Meanwhile, recent studies 
complemented the industrial organization theories by demonstrating that a firm’s 
innovations can enhance or diminish entry and mobility barriers. Hence, firms can use 
their strategies to affect entry barriers or industry environment.  
While industrial organization theories focus only on the competition 
environment of an industry, recent IB literature expands to research on the environment-
strategies-performance framework in a wider scope (Andersson et al., 2014; Luo and 
Park, 2001). IB literature argues that local environments provide valuable knowledge 
and resources for subsidiaries’ competency creation, which is then transferred to other 
sister units, parents and finally become the MNCs’ firm-specific advantage (Andersson 
et al., 2014). Thus, they emphasized the significance of understanding local market 
characteristics and opportunities to set up proper strategies to succeed in emerging 
markets. Specifically, they suggested that in transition environment, markets often need 
an existing range of products in mature industries with some modifications, and rarely 
need for product innovations. Therefore, rather than pursuing the costly and risky 
strategy of frequently changing product line, MNCs should try to balance cost and risk-
taking innovations.  
In developing economies, local context affects MNCs’ business, especially by 
driving up transaction costs (Meyer et al., 2011; Xu and Meyer, 2013). Local contexts 
vary particularly in institutional frameworks and resource endowments (Meyer et al., 
2011). Resource endowments affect MNCs’ operating performance but have little to do 
with MNCs’ adaptations. Meanwhile, institutional factors are indigenous in the local 
market environment, and MNCs must adapt their organization and governance. 
Institutional factors include formal institutions (i.e., legal, political, and administrative 
systems) and informal institutions (i.e., relationships and social norms). These 
institutional factors affect MNCs’ strategic decisions and transaction governance 
between MNCs and SC partners in unpredictable ways. MNCs also may face the 
integrity problem or counterfeit problems notorious for developing countries, which 
may hamper the trust among transaction partners. These uncertainties and lack of trust 
may increase the searching, monitoring and, enforcement costs. 
Learned from these studies, this thesis should investigate the market 
characteristics and environment in which MNCs operate, how they influence MNCs’ 
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business, and transaction governance between MNCs and SC partners in developing 
countries.     
1.2.3 NETWORK EMBEDDEDNESS AND SUPPLY CHAIN INTEGRATION 
Local embeddedness is “the extent to which a subsidiary has relationships with local 
institutions” such as suppliers and marketing channel partners (Mu et al., 2007, p. 89). 
To overcome market uncertainty and constraints in the local environments, relationship 
building and organization learning are critical for MNCs’ development in emerging 
economies (Xu and Meyer, 2013, p.1337). Specifically, MNCs should exploit their 
firm-specific advantages they bring to the market, and simultaneously establish 
relationships with local SC partners (Luo and Park, 2001). This helps MNCs to access 
to external resources, and learn how to do business in local markets (Andersson et al., 
2014; Drogendijk & Andersson, 2013). The interactions and cooperation from local SC 
partners gradually help MNCs become insiders to make adaptations and adjustments to 
be competitive and responsive to the host market (Dunning and Lundan, 2008). 
However, networks are specific to particular communities, and the way firms behave is 
different across cultures and norms between developed and developing countries (Xu 
and Meyer, 2013, p.1337). This challenges MNCs in building both distribution and 
supplier networks in developing countries.  
a. Distribution networks  
One of the main disadvantages of MNCs is the lack of local market knowledge and 
access to distribution (Hennart, 2009, pp.1448). Distribution channels or networks are 
“any series of firms or individuals who participate in the flow of products from 
producer to final user or consumer” (Perreault and McCarthy, 2002, p.305). Certainly, 
MNCs can distribute their goods directly to customers by themselves. However, direct 
distribution alone is rare in reality (Perreault and McCarthy, 2002, p.308; Watanabe et 
al., 2008). Core firms normally depend on channel partners’ marketing expertise, and 
inventory investments to retain flexibility (Perreault and McCarthy, 2002, p.309). 
Especially when doing business overseas, MNCs rely on local channel partners to bring 
their products to the market and add values through services (Hada et al., 2013). Thus, 
local channel partners are important to MNCs in developing countries.    
MNCs have to learn from local channel partners about the market 
characteristics, consumer tastes, and demand volume. To do that, MNCs have to “invest 
in building knowledge-sharing routines with its channel partners” such as 
communication systems for information sharing and collecting feedbacks (Hada et al., 
2013, p. 793). Thanks to this, MNCs gradually become familiar with the local culture, 
understand local tastes, and how to satisfy local customers. In contrast, MNCs transfer 
their professional management and business models to local distributors through 
channel management. This helps to upgrade the services and professions of local 
channel partners, which are important for business development in the long run 
(Dunning and Lundan, 2008). Thus, the mutual learning and collaboration from channel 
partners help MNCs to overcome the market uncertainty constraints, as well as to build 
the competitiveness for their supply chain. 
However, due to different cultural background and objectives, to manage local 
distributors’ behaviors and gain their collaboration is not an easy task (Anderson and 
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Coughlan, 2002; Hada et al., 2013; Grewal et al., 2018; Xu and Meyer, 2013; Weitz and 
Wang, 2004). Collaboration is defined by Soosay & Hyland (2015, pp. 613) as follows. 
“Collaboration involves multiple firms or autonomous business entities, 
engaging in a relationship that aims to share improved outcomes and benefits. 
To achieve these improvements in performance, the business entities need to 
establish an appropriate level of trust; share critical information; make joint 
decisions; and, when necessary, integrate supply chain processes. 
Coordination is higher than cooperation and collaboration is higher than 
coordination, and, at this stage, a high level of commitment, trust and 
information sharing is required.” 
Hada et al. (2013) found out MNCs’ global strategies directly affect 
subsidiaries’ channel relationship, and that host country’s environments play contingent 
role on the effect. Specifically, the strategy of global efficiency (i.e., high enforcement) 
is detrimental to channel commitment, whereas worldwide learning strategy (i.e., 
investing in building knowledge-sharing routines with its channel partners) has a 
positive effect on channel commitment in countries with high environmental 
uncertainty. They saw the link but could not explain the reasons due to the limitation of 
survey design (Hada et al., 2013, p. 805).  
Grewal et al. (2018) has systematically reviewed literature on MNCs’ market 
channels and figured out remaining gaps so far. A notable limitation is that marketing 
scholars mainly study international channels such as exporting and franchising, 
“whereby the core firm does not directly invest in foreign markets but relies purely on 
independent intermediaries for market access” (Grewal et al., 2018, p.49). However, 
they ignored the subsidiary’s management of local channel partners, meanwhile, such 
marketing channels are common (Grewal et al., 2018, p.49). Even in a few existing 
studies doing so, they “(1) offer only sporadic insights into MNC distribution strategies, 
(2) are often limited to cross-country replications of particular channel facets (e.g., 
channel monitoring), and (3) examine channel management mainly as ex ante market 
entry decisions” (Grewal et al., 2018, p.49). As a consequence, “we know little about 
how subsidiaries manage foreign channel partners after foreign market entry, or how 
country-level institutions might impinge on channel management processes” (Grewal et 
al., 2018, p.52). Thus, the research on how market environments and distribution 
networks influence MNCs channel management in host countries is recommended 
(Grewal et al., 2018, p.50).  
Surprisingly, even Grewal et al. (2018) has no intention to view the MNC 
marketing channels from the perspective of local traders. Here, local traders are all the 
entities involved in selling motorcycles and parts in the main market, second-hand, and 
repair markets. The MNC-centric viewpoint may become myopia in marketing channel 
research. In fact, local channel partners interact with not only MNCs, but also other 
local traders in unofficial channels, second-hand markets, spare parts, and repair 
markets that MNCs cannot control. These interactions reflect market characteristics, and 
affect the relations between MNCs and channel partners. Therefore, failure to see 
through the lens of local traders prevents us from understanding deeply and correctly 
how MNCs’ distribution system works in developing countries. Although collecting 
data from local traders is challenging, and needs a lot of efforts such as field trips, this 
thesis will try to overcome this limitation by local interviews.  
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In sum, learning from prior studies and research gaps, this thesis will pay 
attention to MNCs’ distribution system from the lens of local traders. Specifically, this 
thesis will examine how MNCs and local channel partners collaborate to make an 
effective distribution system to build competitiveness; and how local traders in 
unofficial channels, second-hand, and repair markets affect MNCs’ channel 
management in developing countries. 
b. Supplier networks  
Regarding the relations with suppliers, the first traditional question is about the “make-
or-buy” decision. Firms normally do not make everything by themselves but rely on 
suppliers’ expertise and cost reduction due to economies of scales for raw materials, 
components and inputs, and even product development (Henke and Zhang 2010). 
Suppliers are also critical to reduce time-to-market, costs as well as improve quality, 
which buffers the flexible production system or SCI (Tomino et al., 2012; Lockstrom et 
al., 2011). Thus, supplier networks contribute to makers’ competitiveness (Dyer, 1996; 
Uzzi, 1997).  
When investigating MNCs’ international operations, another question is whether 
MNCs should build local supplier networks or depend on imports. Building supplier 
networks with high capabilities in host countries helps to protect quality standard, 
reduce transportation cost of import, and procurement lead-time, which constitute to 
firms’ competitiveness in terms of costs, quality and delivery (QCD) (Pagano, 2009, pp. 
903), responsiveness to market demand (Kobayashi et al., 2017), and avoid risks 
inherent in local institutions (Liu, 2011). However, building supplier networks in host 
countries requires a lot of time, effort, and investments of core firms (MacDuffie & 
Helper, 1997). Thus, the decision in supplier network building needs careful 
consideration.  
There are several factors affecting the formation of local linkages in host 
countries, including the strategic importance of the subsidiary in question, FDI 
ownership, the extent of autonomy (Liu, 2011). Specifically, local linkages tend to 
increase when the subsidiary in question is “strategically more important in sales and 
R&D” in global networks, joint venture mode, greater autonomy (Liu, 2011, p. 634). 
Country-specific factors such as culture and ethnic similarity, political risks (Liu, 2011), 
and local content stipulations (MacDuffie & Helper, 1997, p.119; Fujita, 2013) are also 
important forces leading to large local linkages. Conversely, “local linkages are 
relatively weak when industries are high-tech (e.g., ICT, electronics and electrical 
equipment)”, and when the parent firms are dependent on home-country suppliers in 
product development stage (Liu, 2011, p.644).  
In supplier networks, not only local suppliers but also foreign suppliers are 
important to MNCs’ business. Chang et al. (2012) stated that local suppliers know the 
local environment more than MNCs, and that good relationship with local suppliers has 
positive impacts on innovation. However, in developing countries, there is a lack of 
suppliers with high capabilities meeting MNCs’ quality requirements (Giroud, 2007, 
p.172). Even in China, the biggest developing country in terms of GDP, the critical 
capabilities such as “project and process management capabilities”, “know-how and 
engineering capabilities” are evaluated as limited by MNCs (Lockstrom et al., 2011, 
p.53). In early stage after entering developing countries, MNCs normally had to build 
suppliers networks by inviting their longstanding suppliers from home countries 
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(Mishima, 2005, 2010; Fujita, 2013). The main impetus for foreign suppliers to invest is 
market scale and MNCs’ order volume (Fujita, 2013). These foreign suppliers have 
higher capabilities than local suppliers in developing countries both in terms of QCD 
and R&D. Thus, foreign suppliers are also important to MNCs’ business in developing 
countries. In fact, in Southeast Asian countries, the presence of foreign suppliers with 
high capabilities also contributes to the high ratio of local content (Liu, 2011, p.634).  
Another issue that attracts scholars is the selection of transaction governance 
structure (i.e., market, hybrid, hierarchy) for efficiency. While market and hierarchy 
governance focus on the arms’ length and vertical integration respectively to facilitate 
exchange, hybrid governance emphasizes strategic alliances (Dyer, 1996, p.650). By 
comparing the automobile industry of Japan and the U.S, Dyer (1996) demonstrated that 
hybrid governance or dominating transactions with longstanding suppliers induce more 
competitive advantages in terms of QCD, and lower transaction costs than markets and 
hierarchy governance. Furthermore, “hybrid governance may be more efficient than 
hierarchical governance under conditions of uncertainty” (Dyer, 1996, p.649). This is 
because the longstanding suppliers become the buffer for business risk of core firms by 
sharing inventory, swinging up and down with demand fluctuation along with makers, 
as well as contribute to cost-down and innovation (Dyer, 1996; Asanuma, 1989; Uzzi, 
1997). Hybrid governance is considered as more efficient in the industries where 
products and production processes are complex, and customized parts are transacted, 
which require high interdependence between suppliers and makers (Asanuma, 1989; 
Dyer, 1996). Conversely, in the industries with simple production technologies, where 
standard parts are transacted and collaboration is less important, heavy reliance on long-
term suppliers may be less efficient compared to market governance (Dyer, 1996, p. 
663). 
In addition, Uzzi (1997, p.60) suggested that the supply chain structure is 
optimal for efficiency when “the core firm's first-order network comprises embedded 
ties, and its second-order network is an integration of embedded and arm's-length ties”. 
Because the long-term relationships with tier 1 suppliers are comprised of “trust, fine-
grained information, joint problem-solving arrangement”, embedded ties (i.e., 
longstanding suppliers) induce “economies of time, allocative efficiency, investment, 
complex adaptation, pareto improvements” (Uzzi, 1997, p.62). Meanwhile, the arm’s-
length transactions in tier 2 help to add “new and novel information from other 
networks”, as well as reduce the vulnerability of the supply chain in case of institutional 
changes or technological changes (Uzzi, 1997, p.62).  
In ongoing transactions for main and customized parts, MacDuffie and Helper 
(1997) revealed that the willingness to transfer QCD kaizen (improvement) from 
Japanese automobile makers and the eagerness of local suppliers are important to 
transfer relationship-specific skills. Besides the willingness for organizational learning, 
performance management capability is significant (MacDuffie and Helper, 1997; 
Lockstrom et al., 2011; Saka-Helmhout, 2010). Specifically, target setting such as 
performance indicators and action plans are necessary (MacDuffie and Helper, 1997; 
Lockstrom et al., 2011). Then, the learning routines should be strictly managed to avoid 
deviating from pre-defined targets (MacDuffie and Helper, 1997; Lockstrom et al., 
2011; Saka-Helmhout, 2010), because the enactment of practices in routines is 
important in determining the level at which an organization learns (Saka-Helmhout, 
2010). Conversely, makers can also learn from suppliers for production processes such 
as die design and maintenance practices in developed countries (MacDuffie and Helper, 
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1997, p.130, 133, 137), and for innovation (Chang et al., 2012). Thus, through inter-
organizational learning, information sharing, MNCs and suppliers learn from each other 
and collaborate to upgrade their supply chains’ competitiveness.  
So far, there are some limitations in extant literature. Chang et al. (2012) saw the 
link between relationship quality with local suppliers and MNCs’ innovation, but they 
could not explain the processes including what kind of knowledge MNCs learn from 
local suppliers for innovation. Their explanation as “the local suppliers can provide 
much information embedded in the Taiwan context, including sources of local 
technicians, new trends and related information in industries, or the information of local 
competitors… understand the Chinese culture and environment in order to develop new 
products...” (p.1049) is too vague and not convincing, because local demand and market 
trends are normally learned from marketing channel partners rather than local suppliers. 
On the other hand, the studies providing rich insights of “how” and “why” (Dyer, 1996; 
Lockstrom et al., 2011; MacDuffie and Helper, 1997; Asanuma, 1989, 1994; Kobayashi 
et al., 2017; Tomino et al., 2012) are conducted in contexts of China, Japan, and 
America. These contexts hardly provide useful implications for other smaller 
developing countries. Besides, the governance methods and mechanisms between 
MNCs and suppliers in developing countries is significant to figure out how MNCs 
overcome cultural and organizational distance to gain collaboration. However, it is only 
mentioned elsewhere (Fujita, 2013), and lacks of focused studies.  
In sum, from prior studies and research gaps, this thesis needs to pay attention to 
both local and foreign suppliers when investigating MNCs’ operations in developing 
countries. It also needs to provide the insights into governance methods and 
mechanisms that help to reduce moral hazards and induce collaborations between 
MNCs and suppliers in developing countries.  
c. Supply chain integration  
As today’s competition is not among individual firms but among supply chains (Dyer, 
1996, p. 663; Asanuma, 1994), both scholars and managers pay increasing attention to 
supply chain integration (SCI). Supply chain integration (SCI) is the degree to which a 
core firm integrates its internal strategies and processes with external SC partners into 
collaborative and synchronized processes to achieve mutual goals and maximize the 
value for end users (Flynn et al., 2010, p.59).  
A supply chain includes suppliers, makers, distributors, end-users, and the entire 
transactions between them. The purpose of SCI is to facilitate the flow of information 
and transactions from the procurement of raw materials to the delivery to end-users. In 
the market economy, since the end-users have the freedom to choose, the SC cannot be 
fully integrated until end-users. Also, makers can only work directly with suppliers and 
distributors. Meanwhile, the marketing function performed by distributors is linked to 
end-users. Therefore, the research on SCI normally considers the transactions between 
suppliers, makers, and distributors based on the behaviors of end-users. In other words, 
there are three dimensions of SCI: distributors, suppliers, and internal integration (Flynn 
et al., 2010). 
SCI is proved to reduce bullwhip effects, increase the responsiveness to demand 
volatility, and avoid big inventory throughout SC (Kobayashi et al., 2017). Flynn et al. 
(2010, p.66, 67) and Frohlich & Westbrook (2001) illustrated that the more the degree 
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the core firm integrates with both distributors and suppliers, the better operational and 
business performance it has. In this sense, it is essential to investigate MNCs’ SCI to 
respond to demand volatility and market uncertainty when examining MNCs’ 
operations in developing countries.  
SCI research is often investigated in terms of production planning and joint 
product development (Alfalla-Luque et al., 2013; Lockstrom et al., 2011; van Donk and 
van Doorne, 2016). In Japanese studies, the research on SCI in terms of production 
planning is often termed as “the flexible manufacturing system” (Tomino, 2009), or 
“the coordination mechanisms between production, sales and procurement” (Okamoto, 
2003). In this way, they look at the integration between production and marketing 
functions in a SC (Asanuma, 1994; Okamoto, 2003; Tomino et al., 2009). 
Organizational borders are blurred, and it is difficult to expand the research to 
transaction governance with SC partners. In recent Western studies, considering 
organizational borders, they use SCI term to investigate how core firms collaborate with 
outside SC partners including distributors and suppliers. Accordingly, in this thesis, SCI 
term is used because this term reminds us that organizational borders do exist.  
Each core firm has their own strategies and resources to select specific SCI 
patterns. When comparing the automobile industry with the electronic industry, 
Kobayashi et al. (2017) revealed that the difficulty in integrating information with 
channel partners in the electronic industry is the main reason for bullwhip effects and 
hinders the production flexibility. On the other hand, by investigating domestic supplier 
integration in the Chinese automotive industry, Lockstrom et al. (2011, pp. 44) explored 
that “domestic supplier integration in terms of joint product development and advanced 
production planning activities between buyers and suppliers currently takes place to a 
relatively low extent”. The main inhibiting factors are local suppliers’ lack of critical 
capabilities, and MNCs’ high product and process requirements. Considering their 
results, this thesis will pay attention to both distribution system and supplier system of 
each MNC when investigating MNCs’ SCI in a developing country.  
So far, there are limitations in the research on SCI. By comparing various 
industries in Japan, Okamoto (2003) stated that SCI strategies is different among 
industries due to different production technologies and industrial market environment. 
By comparing many firms in the Japanese automotive industry, Tomino et al. (2009) 
illustrated that there are different SCI strategies among firms in the same industry. 
Investigating the cases of Toyota and Omron’s operations in China, Kobayashi et al. 
(2017) implied that integrating information with external marketing channels is 
important to improve forecast accuracy. They, however, overlooked the market 
environment, and failed to explain how SCI contributes to competitiveness among firms 
in the same industry in a developing country. Therefore, the first limitation is that 
failure to consider the impact of market environment at firm-level limits the thorough 
understanding of MNCs’ SCI strategies in developing countries.  
Second, data are collected from one side to build the construct for triadic 
relationship in a SC may lead to inappropriate results (Flynn et al., 2010). Thus, the 
studies, which can “broaden their scope by collecting data from all supply chain 
partners, including suppliers, manufacturers and customers” is strongly encouraged. 
Third, most of previous studies are conducted in the contexts of China, Japan, and 
America. Their findings may not be applicable to smaller developing countries. Finally, 
there are remaining gaps for future studies including “the factors that influence the 
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degree of customer, supplier and internal integration in the SCI patterns”, “the 
relationship between SCI and competitive performance” (Flynn et al., 2010, p.67). 
Notably, Flynn et al. (2010) could not find out the direct effects of supplier 
integration on operational performance, but only its indirect effect in the SCI consisting 
of channel partners. This may be because they mixed data from various industries. In 
their database, only 30.4% are metal, mechanical, engineering and building materials, 
which require high collaboration with SC partners (Dyer, 1996; Uzzi, 1997). 
Meanwhile, in other industries (59.6%), arm’s-length transactions are prevalent, and 
supplier integration is limited. In this study, it is intentional to select the automotive 
industry, which has high collaboration for the complex product and production 
processes (Lockstrom et al., 2011). This is to see the SCI process clearly in three 
dimensions between MNCs and SC partners in developing countries.  
Learned from prior studies, this thesis will focus on MNCs’ SCI or how MNCs 
adjust intra- and inter-organization processes in order to frequently revise the 
production planning to promptly respond to the local market. In addition, it investigates 
the transaction governance between SC partners with achieving collaborations for SCI 
in developing countries.     
1.2.4 MNCS’ CONTRIBUTIONS TO DEVELOPING ECONOMIES, THE SUPPLY 
CHAIN APPROACH 
Although this research is categorized as IB strategies, it also contributes the literature of 
MNC-driven economic development. When developing a responsive SC to local needs, 
MNCs not only help themselves to build competitiveness, but also contribute to host 
economies. By building distribution system, they transfer management knowledge to 
local distributors. By building supplier base including both local and foreign suppliers, 
they contribute to industrial development. Suppliers normally serve various industries. 
For example, precision machining suppliers serve automotive industries, electronics and 
electrical industries, etc. Good supplier system not only supports the domestic industrial 
development, but also attracts foreign direct investments.  
With a supply chain approach, this thesis can examine how host countries 
benefit from MNCs’ presence in micro-economic viewpoint or taking micro-oriented 
and behavioral perspectives. The strength of micro-economic viewpoint is to explicate 
the process and mechanism, which macro perspectives cannot explain. This is 
appropriate with the shift from focusing on macro-economic or institutional factors to 
the influence of micro-issues (Cui et al, 2006). This thesis argues that MNCs cannot do 
everything by themselves when doing business in developing economies. Instead, they 
have to work with a network of local firms to understand local markets. The interactions 
between firms and adaptation to local environments unavoidably change MNCs’ 
systems which they brought from home countries. MNCs with more efforts to build 
local supply chains to respond to local needs might contribute more to a developing 
country.  
 
Chapter 1: Introduction 
Nguyen Kim Ngan - August 2020   11 
1.2.5 RESEARCH GAPS, RESEARCH QUESTIONS OF THE THESIS 
After reviewing the literatures of internationalization process of MNCs, local contexts 
and network embeddedness in developing countries (Figure 1.1), the research gaps are 
clarified. 
While reviewing the extant literatures, evolution of theories and research trends 
are found out. Traditionally, IB literatures examined “why, where and how” 
international operations of MNCs occur. “Why” questions were well answered by IB 
scholars (Dunning and Lundan, 2008), and become the robust foundation theories for 
the subsequent studies. To answer “Where and How”, traditional research has focused 
on location selection and entry modes, i.e., wholly-owned subsidiaries, equity joint 
ventures or mergers and acquisitions (M&A). However, they were criticized for their 
MNC-centric viewpoint, neglecting the local factors’ impact on MNCs’ strategic 
decisions (Hennart, 2009). Then, OLI paradigm filled this void by stating that the 
strategic decisions are made not only based on MNCs’ firm-specific advantages (FSAs) 
but also on country-specific advantages (CSAs, e.g. land, natural resources, distribution) 
and the internalization costs (Dunning and Lundan, 2008).  
 
Figure 1.1: Summary of literature reviews 
 
However, Dunning and Lundan (2008) overlooked the conditions under which 
MNCs can assess such CSAs. In fact, CSAs have owners and are not freely accessible. 
According to Hennart (2009), transaction costs and the easiness to transact CSAs 
between equity partners determine the entry modes, establishments modes (i.e. 
greenfield, brownfield or acquisitions), and the change of equity ownership during their 
operations in host countries. For example, in some countries, there are no private 
property rights. This makes MNCs difficult to buy land needed for their business. Thus, 
MNCs have to locate their business in other countries, or find the alternatives such as to 
acquire, or venture with the firms that occupy the desired land (Hennart, 2009, p.1438-
1439). Besides, “permits, licenses, and quotas may also not be tradable, and the only 
way to acquire them may be to acquire, or joint-venture with, the firm that holds them” 
(Hennart, 2009, p.1442). Hennart (2009) also explicates that the institutional contexts 
affect transaction costs and the easiness to transact, thus, affect entry and establishment 
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modes. Accordingly, he emphasized the need to go beyond macro country factors and 
focus more on the actual barriers that MNCs face.  
The main limitation of this research stream is to overlook MNCs’ operations 
after deciding entry modes and establishment mode. Meanwhile, the research on MNCs’ 
operation and interaction with the local markets are of significance to understand how 
MNCs exploit their firm-specific advantages to survive and develop in developing 
countries. Thus, IB theories evolve and expand its cope to embeddedness theories.    
Embeddedness theories have two streams. First is the embeddedness in local 
contexts, i.e. institutions and resource endowments (Meyer et al., 2011). In this stream, 
they found that local contexts are immobile, thus, even in globalization era, to be 
successful, MNCs need to adapt to local contexts. Failure to do so even leads to a 
market exit. Second, the embeddedness in local networks and interfirm organizational 
learning influence adaptation and innovation and thus are important to MNCs’ survival 
and development in host countries (Chang et al., 2012; Drogendijk & Andersson, 2013; 
Uzzi, 1997; Uzzi and Gillespie, 2002). Especially, there are increasing interests in 
studying the embeddedness of MNCs in emerging economies. So far, there are some 
limitations in the research on MNCs’ operations in developing countries.  
Firstly, prior studies showed the importance and the link between MNCs and the 
embeddedness in local contexts and interfirm network, but they fail to give the 
insightful process (Andersson et al., 2014, pp.97). Besides, their scope is limited to 
either marketing channel or supply network alone, and lack of a comprehensive 
approach, i.e. supply chain. Through interacting with external SC partners, all business 
activities and the embeddedness of MNCs in developing countries are reflected. Thus, 
the lack of SC approach limits the ability to examine how local factors affect MNCs’ 
business in a holistic way. In this thesis, local factors include market characteristics, 
local traders’ behaviors, local suppliers’ capability. On the other hand, investigating 
MNCs’ embeddedness in SC approach also helps to understand how deeply MNCs get 
involved in the host countries, and their impacts on the local economies. Hence, the 
research on MNCs’ operations with SC approach can also help to explain MNCs’ 
contributions to the host country.   
Secondly, there are still remaining gaps in each dimension. In distribution 
networks, the study on how market environments and distribution networks influence 
MNCs channel management in host countries is called for (Grewal et al., 2018, p.50). 
Importantly, there is a need to go beyond the MNC-centric viewpoint by investigating 
MNCs’ distribution networks from local traders’ perspective to understand deeply and 
correctly how MNCs’ distribution system works in developing countries as well as 
transaction governance between them. In supplier networks, most of insightful studies 
are conducted in contexts of China, Japan, and America, which limits to provide 
implications for other smaller developing countries. Thus, there is the need to study the 
transaction governance with achieving high collaboration between MNCs and suppliers 
(i.e. both local and foreign suppliers) in other developing countries. This kind of 
research will provide fruitful lessons for both IB scholars and MNCs’ managers.  
Thirdly, it needs more studies on MNCs’ SCI in developing countries since most 
of previous studies are conducted in the contexts of China, Japan and America. The 
research on SCI is important to see how MNCs can utilize the local networks to respond 
to demand volatility and market uncertainty in developing countries. Besides, previous 
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studies often collect data from one SC member to conclude the triadic relationship and 
collaborative processes of SCI, which may lead to inappropriate results. Moreover, 
research on “the factors that influence the degree of customer, supplier and internal 
integration in the SCI patterns”, “the relationship between SCI and competitive 
performance” are called for (Flynn et al., 2010, p.67).  
To fulfill the research gaps, this thesis is to answer the main questions:  
How do local factors affect MNCs’ operations in a developing country?  
How does SC partners’ collaboration for SCI help MNCs to respond to the local 
market, overcome uncertainties and build competitiveness in a developing country? In 
other words, how do MNCs strategically collaborate with SC partners to make SCI and 
develop markets in developing countries?   
 
1.3 METHODOLOGY  
1.3.1 RESEARCH DESIGN  
To find the answers to the research questions, this thesis adopts an embedded multiple 
case study with an inductive theorizing logic (Eisenhardt, 1989). The strength of the 
field research or case study method is that it provides rich and insightful data, which 
other methods cannot (Uzzi, 1997). With this strength, the case study method is 
prevalent and encouraged in the exploratory research, especially which needs to 
investigate the contextual knowledge and environment characteristics (Fletcher et al., 
2018; Ghauri, 2004; Sinkovics, 2018). It is also suitable for studies with questions of 
“how” and “why” (Ghauri, 2004; Yin, 2003). Thus, the case study method particularly 
fits the research purposes of this thesis. In fact, case study method is widely used to 
explore the complex processes and mechanisms in SC literature (Bevilacqua et al., 
2012; Cuevas et al., 2015; Denolf et al., 2015; Kahkonen, 2014; Lockstrom et al., 2011; 
Silvestre, 2015).  
An embedded case study is suitable for the research on supply chain including 
dealers, makers, and suppliers. This thesis is further complex since it wants to compare 
different supply chains. Thus, an embedded multiple case study is the most appropriate. 
Within one supply chain, by replicating the same questions for numerous organizations 
in a systematic way, we can compare the results and conclude the characteristics of a 
specific supply chain. Then, by comparing different supply chains, we can find out the 
commonalities and differences. This helps to generalize the explanations for the 
research questions. Based on that, valuable lessons and implications can be withdrawn.    
Semi-structured interviews, allowing new ideas and questions to be widened 
during the interview, is used since it helps to extract useful information while 
conducting the field research (Cohen and Crabtree, 2006). This method allows the 
researcher to regularly revise the questionnaires to acquire comprehensive data for the 
study. After deciding the method and research designs, cases were selected.   
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1.3.2 CASE SELECTION  
Supply chains of the five MNCs in Vietnam’s motorcycle industry (Table 1.1) were 
selected as analysis units for three reasons.  
First, the automotive industry tends to establish a local supply chain to meet 
market demands rather than producing for exports to global markets (Dunning and 
Lundan, 2008). Thus, the automotive industry is often selected in the research on supply 
chains in developing countries (Lockstrom et al., 2011). In this sense, Vietnam’s 
motorcycle industry, i.e., the fourth largest market in the World for motorcycles 
following China, India, and Indonesia, is appropriate for this study. With market sales of 
3.38 million units in 2018, there are only five largest MNCs, accounting for more than 
97% of the market: Company A (75.9%), B, and C from Japan, company D from 
Taiwan, and company E from Italy (Table 1.1). The small number of dominant players 
representing the whole industry provides the perfect investigation environment for the 
in-depth study. 
Second, there are well-developed studies with rich insights of MNCs’ supplier 
systems in the Vietnamese motorcycle industry (Mishima, 2005, 2010; Fujita, 2013). 
Thanks to this, the tasks were reduced to focus on distributions systems, SCI process, 
and transaction governance between SC partners. Thus, an embedded multiple case 
study of Vietnam’s motorcycle industry offers the best chance to make this exhaustive 
research feasible. 
Table 1.1 Number of interviews 
Case (SC) A B C D E Total  Chapter 
Supplier  4 2 0 1 1 8 3 and 5 
Maker 2 2 2 0 1 7 3 and 5 
Dealer 9 5 3 3 2 22 2, 3 and 4 
Other 
traders 
Multiple-brand shops (4), Chinese motorcycle shop 
(1), Second-hand shops (2), Second-hand markets (1), 
Spare parts and repair shops (6), Spare part markets 
(3), Importers of Chinese goods (2) 
19 2 and 4 
Source: The author’s investigations in 2015-2018. 
Third, Vietnam has become a potential emerging market and increasingly 
attracts attention of both MNCs and scholars. The findings from Vietnam may apply to 
other developing countries, which have similar characteristics. 
In each supply chain, sub-units of analysis include a core firm, their dealers, and 
suppliers. In distribution systems, we selected from the list of authorized dealers 
published by each core firm. The priority was for dealers with long-standing business in 
motorcycle industry so that they can provide tremendous information about market 
characteristics. For transport efficiency, groups of dealers with geographic proximity 
were also a priority. Besides, other local traders, such as retail shops, are also selected to 
investigate the market environment and distribution thoroughly (Table 1.1). In supplier 
systems, suppliers were scrutinized from “Annual Report on Supporting Industry for 
Manufacturing in Vietnam 2017-2018” on the website run by the Vietnamese 
government, and some lists of good suppliers provided by JETRO. The “main 
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customers” category in these lists helped us to sort out the supplier list of each MNC. 
Then, in each supply chain, we continue to sort out tier 1 suppliers with various 
nationalities, long-standing businesses, and groups of suppliers with geographic 
proximity. The geographic proximity at each region is important for the efficiency and 
feasibility of the exhaustive research, investigating markets in eight provinces across 
three regions of Vietnam. Next, the process of collecting data is described.  
1.3.3 DATA COLLECTION  
Data collection is separated into two projects. The first project is to investigate the 
market environment and transaction governance in the distribution system. The other is 
to examine the SCI process and transaction governance in the supplier system.  
In the first project, semi-structured interviews and direct observations were 
conducted through two research investigations in Vietnam. The first one was from 
August 12th to 25th, 2015, and the second from March 16th to 30th, 2016. They were 
conducted in eight provinces across the nation in order to investigate and compare the 
market characteristics in three regions, in rural areas and urban areas (Appendix 1). 
Investigations were in three markets including new motorcycles, used motorcycles, and 
spare parts. Based on the scrutiny of previous studies and published materials on the 
motorcycle industry (Alexander, 2008; Fujita, 2007, 2011, 2013; Mishima, 2005, 2010), 
the distribution system of vehicles (Shioji, 2002), and informal interviews prior to the 
investigations, we developed the interview questionnaires (Appendix 2, 3, 4, 5). 
Our targeted interviewees included the dealer network of five MNCs, sub-
dealers, repair shops, second-hand motorcycle shops, and traders at motorcycle markets 
(Appendix 1). We directly visited these shops and asked for research cooperation. The 
rate of cooperation was 20%, which resulted in 41 successful interviews (Table 1.1). 
Among them, there are nine dealers of MNC A, five dealers of MNC B, three dealers of 
MNC C, three dealers of MNC D, two dealers of MNC E (Table 1.1). Each interview 
lasted between 30 minutes to 2 hours, and more than 50% of the interviews lasted 
around 45 minutes. Informants were dealers’ managers or mechanic heads. Most of 
them have been managing daily businesses and working for their respective firms since 
establishment days. Thus, they provided enormous information in detail. In the 
interviews, observation, note-taking, as well as taking pictures of the business premises 
were allowed. However, voice recording was not permitted. Data in this project were 
used for the analysis in Chapter 2, 3, and 4 to explore the market characteristics, SCI 
process, and transaction governance in the distribution system (Table 1.1).  
In the second project, semi-structured interviews and visits to manufacturing 
sites of MNCs and their suppliers were conducted through two research investigations 
in Vietnam. The first one was from August 21st to 31st, 2017, and the second from 
August 27th to September 05th, 2018. Before each investigation, we prepared the request 
letter for research cooperation. In 2017, letters were sent to five MNCs. Four of them 
agreed for interview arrangements. The acceptance rate is 80%. They are three Japanese 
and one Italian MNCs (A, B, C, E). In 2018, letters were sent to five MNCs and 14 
suppliers. Three Japanese MNCs (A, B, C) and eight suppliers agreed for interviews 
(Appendix 1). The acceptance rate is 60% for MNCs and 57% for suppliers. Luckily, 
among eight suppliers, there are one supplier of MNC D and one of MNC E. Thus, the 
comparison between the five MNCs’ supply chains to generalize for the whole industry 
is viable. All data of MNCs and foreign suppliers mentioned in this thesis refers to their 
subsidiaries in Vietnam, not the whole group. 
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Interviews were conducted in Vietnamese, English and Japanese around 90 
minutes on average and 120-150 minutes if including site visits. Informants, who were 
intentionally chosen, were MNCs’ and suppliers’ relevant managers in production and 
sales division. Most of them are managing daily operations and have been working for 
the respective firms from the establishment days up to the dates of interviews. Thus, 
they provided enormous information in detail regarding each integration dimension. We 
have received consent for all of the data used for analysis in this thesis. In the 
interviews, observation and note-taking were allowed. However, voice recording 
(except MNC A in 2017) and taking pictures of factories were not permitted. Data in 
this project were used for the analysis in Chapters 3 and 5 (Table 1.1) to explore the SCI 
process and transaction governance in the supplier system. 
Collecting rich data from all supply chain members helped this thesis to make 
the holistic approach and rigorous data analysis on SCI, which can overcome the 
limitation of previous studies (Flynn et al., 2010). 
In addition to in-person interviews, this study also used additional data sources 
of published and unpublished statistics, online newspapers, reports and research papers 
on the industry in Vietnamese, English and Japanese. These sources help to triangulate 
and verify our findings in the analysis section. All the fieldwork materials were coded 
and analyzed as follows.  
1.3.4 CODING AND ANALYSIS  
We followed the methods of data analysis for exploratory case studies (Eisenhardt, 
1989). First, we overlapped data analysis with data collection every day during field 
trips (ibid.). For each interview, we made pure descriptions in the text, then coded and 
categorized the text into worksheets. Next, to identify the pattern within the MNC case, 
we crosschecked testimonies among different interviews in those worksheets. To 
validate the results during field trips, interviews and observations were replicated as 
frequently as possible until inconsistent data no longer existed. We continued within-
case analysis by developing tabular displays and graphing of distribution flows and SCI 
process of each supply chain. This helped to generate insights and visualize the unique 
pattern of each MNC. Second, we generalized cross-case patterns by listing the 
similarities and differences between cases and by comparing pattern graphs (Eisenhardt, 
1989). We also crosschecked fact findings with other sources available (e.g. published 
data, internet resources) from various angles (Ghauri, 2004). 
Third, analysis reports were presented and findings were discussed to receive 
feedback and criticism from peers at several small academic seminars. This helped to 
verify the adequacy of the findings. The comparison and replication within and among 
cases during a series of procedures (i.e. data collection, analysis) helped to achieve a 
high level of validity and reliability.  
Regarding respondents’ names used for analysis, for simplicity, dealers’ names 
were codified using the name of the respective MNC to which it belongs, and were 
numbered as in Appendix 1. Meanwhile, suppliers’ names were codified using their 
nationality and were numbered as in Appendix 1.  
This methodology is consistently applied throughout the thesis.  
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1.3.5 ANALYTICAL FRAMEWORK AND STRUCTURE OF THIS THESIS  
By combining the extant IB, SCI literature and the author’s attention to SC partners’ 
role, the author’s view of SCI in developing countries is as Figure 1.2 and Figure 1.3.  
 
Figure 1.2: MNCs’ SCI in developing countries 
 
Source: The author 












Source: Adapted from Frohlich & Westbrook (2001); Mason-Jones & Towill (1998) 
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When coming to developing countries, MNCs have their own SCI strategies. If 
they want to integrate with either external distributors or suppliers, or with both, they 
have to build the network of each dimension first. The building process in each 
dimension is inevitably affected by the market environments in developing countries 
(Figure 1.2). In the distribution system, the bullwhip effects caused by distributors, 
demand volatility (frequent change in demand), and counterfeit problems are the main 
uncertainties for MNCs. In maker dimension, MNCs’ business may be affected by 
competition, formal and informal institutions in developing countries. Similarly, in 
supplier dimension, local suppliers’ QCD capability, formal and informal institutions 
are main uncertainties. In this situation, MNCs can actively change their initial 
strategies to adapt to market environments or can be passively intervened by business 
networks. 
To become successful in local markets, MNCs need to make SCI and control to 
reduce uncertainties, such as bullwhip effects in distribution system and problems of 
cost and quality in supplier system (Figure 1.3). This is because shrinking the SC 
uncertainty circle is the key to enhance performance (Mason-Jones & Towill, 1998). In 
the integration process, high collaboration for information and delivery integration is 
required (Figure 1.3). However, this is not easy to achieve because each organization 
has their own interests, which may contradict each other. Therefore, it is necessary to 
research the transaction governance between MNCs and business partners in SCI. 
With this logic, the main questions are divided into four sub-questions in order 
to make an in-depth study.  
1) How do market environments, local traders, and suppliers affect MNCs’ 
business?  
2) How do MNCs conduct SCI to respond to the local market?  
3) How is the transaction governance with achieving SC partners’ 
collaboration for SCI? 
4) Based on these findings, how can we revise the way to assess MNCs’ 
embeddedness and their contributions to a developing country? 
Since prior studies did very well on MNCs’ supplier system in Vietnam’s 
motorcycle industry (Mishima, 2010; Fujita, 2013), it will only be reviewed in Chapter 
5. Thus, the thesis will focus on exploring the untouched segments, and the first sub-
question is adjusted into: How do market environments and local traders’ behaviors 
affect MNCs’ business? Based on the analytical framework, the thesis is structured as 
Figure 1.4 so that each chapter is going to answer each sub-question.  
Figure 1.4: Thesis’ structure  
 
Source: The author 
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2 Market environments, local 
traders’ behaviors and 
MNCs’ distribution system  
 
This chapter examined MNCs’ distribution channels from local traders’ 
perspective. Specifically, it investigated how MNCs’ distribution system building 
contributes to the local, and how market environments and local traders’ 
behaviors affect MNCs’ distribution channels building in Vietnam’s motorcycle 
industry. The findings manifested that MNCs created distribution channels and 
made contributions to Vietnam’s motorcycle industry. Whereas, local traders 
expanded and complemented MNCs’ systems to meet market demands. Besides, 
market characteristics and co-building of brand value between MNCs and local 
dealers affect the market position of each core firm. Importantly, this study 
discovered the complementarity among main market, second-hand and repair 
markets in Vietnam’s motorcycle industry. Thus, local traders’ behaviors outside 
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2.1 INTRODUCTION 
 
When MNCs establish and manage their distribution channels abroad, they unavoidably 
affect the distribution system of that industry in the host country. Simultaneously, their 
businesses are influenced by local contexts including local distributors (Dawar and 
Chattopadhyay, 2002) and local institutions (Meyer et al., 2011). Therefore, research on 
MNCs’ distribution channels has increasing relevance. However, surprisingly, among 
the large body of Marketing and International Business (IB) literature, studies in this 
area are extremely scant (Grewal et al., 2018).  
Until recently, studies in the International marketing (IM) field have addressed 
research gaps, and call for more studies on MNCs’ distribution channels management 
after market entry (Grewal et al., 2018). In this stream, previous studies have addressed 
channel management from the MNC’s perspective, conducting surveys of top MNC 
subsidiary managers. These studies include the consequences of control mechanisms 
among Head Quarters, MNC’s subsidiaries and channel partners (Grewal et al., 2013); 
the influence of MNC global strategies on MNC subsidiary channel relationships and 
performance (Hada et al., 2013); and developing an organizing framework for MNC 
marketing channels research (Grewal et al., 2018). However, we have not found any 
studies explicating how local traders’ behaviors and market environments affect MNC 
subsidiary’s distribution channels. 
Therefore, with the aim of expanding the literature, one should not merely focus 
on MNC managers’ viewpoint as in current studies. The limitations of this approach are 
about the subjective evaluation of MNC marketing channel management, the failure to 
examine the role of MNCs in host countries in the distribution aspect, and failure to 
understand deeply how the local contexts influence MNC distribution channels. Thus, to 
overcome these shortcomings, we examine MNC subsidiary’s distribution channels 
from the local traders’ perspective by collecting market data. 
To address this void and enhance our knowledge, this chapter sets out to answer 
two important research questions. (1) How do MNC subsidiaries create distribution 
channels and contribute to developing the distribution system in the host country? (2) 
How do market environments and local traders’ behaviors affect MNC subsidiary 
distribution channels, reputation and market position? For simplicity, “MNC” is used to 
replace “MNC subsidiary in host country” hereafter.  
This study employs a multiple case study from Vietnam’s motorcycle industry to 
conduct research purposes. From local traders’ perspective, we argue that while 
investigating market data in automotive industries, focusing only on the distribution of 
new products confronts unavoidable myopia. Instead, we take a holistic stance to 
intentionally investigate not only the flow of goods in the main market, but also the 
flow of reuse in the second-hand market and the flow of spare parts and services in the 
repair market. In so doing, we can avoid missing the crucial and hidden factors 
impacting firms’ reputation and market position in the main market.  
With this critical perspective, we have expounded upon the development of the 
MNCs distribution channels and its contributions to the development of Vietnam’s 
motorcycle industry. Moreover, we discovered that local contexts influenced the MNC 
distribution channels and their success in Vietnam. Furthermore, the complementarity 
among main market, second-hand, and repair markets plays a vital role in Vietnam’s 
motorcycle industry. Thus, our research has improved the available literature on MNC 
distribution channels. Furthermore, it steers academics’ and managers’ attention to three 
points: (i) the need to investigate market data including distribution flows and pricing 
mechanism in local markets; (ii) the significance of the co-building of brand value 
between MNC and local dealers under high uncertainty in host countries; and (iii) the 
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complementarity among main market, second-hand and repair markets in the 
automotive industry in emerging markets. 
First, the most pertinent IM and IB literature has been reviewed as a guide to our 
exploratory research. Next, data is analyzed, followed by a discussion of our findings 
and implications.  
2.2 LITERATURE REVIEW AND ANALYTICAL PERSPECTIVE 
2.2.1 MNCS’ DISTRIBUTION CHANNELS  
Marketing theories on distribution channels often emphasize the two main issues, 
including the type of distribution channels and relationships among entities (Dawar and 
Chattopadhyay, 2002; Anderson and Coughlan, 2002). Type of channels refers to how 
many layers existing in the channels. Are products distributed directly from 
manufacturers to customers through one tier or multiple tiers of distributors? (Cochran, 
2000; Dawar and Chattopadhyay, 2002; Perreault and McCarthy, 2002). In international 
marketing, besides channel types, it is also important to observe whether MNCs build 
their own distribution system or they enter the existing channels (Cochran, 2000; Isobe 
et al., 2000; Jones, 2005).  
In order to understand the channel type as well as relationships among entities, it 
is essential to investigate contractual terms. In the automotive industry, primary terms 
often pertain to exclusivity, after-sale service responsibility, price autonomy, and 
payment methods (Shioji, 2002). The channel of exclusive dealers and price autonomy 
are often used in high-involvement products (e.g. automotive industries) to protect 
dealers’ margin and motivate their cooperation in services and inventory holding (Weitz 
and Wang, 2004). Regarding payment method in the motorcycle industry, it was shifted 
from shipping on a consignment basis to payment before delivery not only inside Japan 
but also in the USA in the early 1960s (Pascale, 1984). These kinds of information 
provide the basic understanding of distribution systems of automotive industries, which 
is useful for designing questionnaires for interviews.  
Recent studies have emphasized the role of Head Quarter (HQ)-subsidiary 
relationships and MNC’s global strategies on MNC subsidiary channel relationships and 
performance (Grewal et al., 2013; Hada et al., 2013). Differently, this chapter focuses 
on interactions between MNC and local contexts, which “remain unexamined” (Grewal 
et al., 2018). Thus, this chapter does not separate and examine the relationship between 
HQ and subsidiary, but only considers two entities (i.e. MNC and local distributors). 
2.2.2 HOW MNCS AFFECT HOST COUNTRIES FROM DISTRIBUTION 
PERSPECTIVE 
MNCs’ investments not only help the host countries to attain efficiencies from internal 
technology transfer (Borensztein et al., 1998; Caves, 1996; Hood and Young, 1999), but 
also to build distribution system, create new markets or expand old ones, and stimulate 
economic development (Dunning and Lundan, 2008; Teece, 2014). MNCs’ sales and 
distribution activities also may change selling methods and service quality in a 
particular industry (Dunning and Lundan, 2008). In order to launch the new products, 
MNCs invested in complements and supporting infrastructure including distribution 
networks, local human capitals, and legal systems related to intellectual property 
protection (Isobe et al., 2000). Thus, MNCs invigorate and gradually co-create the new 
business ecosystem for specific industries, which foster economic growth (Bhawe and 
Zahra, 2019; Teece, 2014). These works of literature suggest the guidance to analyze the 
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role of MNCs in a distribution perspective. 
2.2.3 HOW LOCAL CONTEXTS AFFECT MNCS’ DISTRIBUTION CHANNELS 
Hada et al. (2013) and Grewal et al. (2018) emphasized the need to study local contexts 
or environmental forces in the host country in terms of MNC distribution channels. 
Local contexts that affect MNC’s distribution channels include institutional frameworks 
and local distributors’ behaviors.  
Context-specific institutions consist of formal rules (e.g. laws, property rights) 
and informal institutions (e.g. national culture, collectively shared belief within a 
country) (North, 1991; Grewal et al., 2018). Meanwhile, there are various ways that 
local distributors’ behaviors affect MNCs’ business. Local traders have market 
understandings, which can supplement MNCs’ weaknesses (Cochran, 2000; Dawar and 
Chattopadhyay, 2002). Given that today MNCs are aggressively competing for 
continuous technological improvements and product differentiation, when purchasing a 
motorcycle, brand, price and service quality are key criteria considered by consumers 
(Keller and Lehmann, 2006; Lin et al., 2013; Zhou et al., 2009). As a brand co-builder, 
price leadership and service implementer, local distributors’ activities are significant to 
MNCs’ business success (Anderson and Coughlan, 2002; Dawar and Chattopadhyay, 
2002; Weitz and Wang, 2004). Thus, analyzing the local institutions and local traders’ 
behaviors including the price setting and service operations is necessary. 
2.2.4 IMPACT OF SECOND-HAND MARKET AND AFTERSALES MARKET ON MAIN 
MARKET 
Previous studies are inconsistent about the impacts of the second-hand market on core 
firms. Chen et al. (2013) found that the second-hand market generally has a negative 
influence on firms’ profit in the US automobile industry. In contrast, Zhao and Jagpal 
(2006, p.295) stated that for durable goods, “second-hand markets can actually increase 
the firm's profitability”. They both consider that the effect of second-hand markets is the 
same to all firms. Meanwhile, after-sale service is consistently considered as a tool for 
manufacturers to create customer value and a competitive advantage, as well as 
revenues and profits (Asugman et al., 1997; Cohen et al., 2006; Verstrepen et al., 1999). 
While such studies often focus on developed countries, their arguments may be unfit for 
emerging markets. Given these limitations, we pay careful attention to local traders’ 
behaviors and activities in those markets, and examine how they affect each MNC 
separately. 
2.2.5 ANALYTICAL FRAMEWORK  
This study examines how MNCs created distribution channels, its role in Vietnam’s 
motorcycle industry and the influence of local contexts on MNCs’ distribution channels. 
Therefore, we undertook the above literature review as guidance for data collection and 
the following analysis.  
First, the formation and development of Vietnam’s motorcycle industry are 
reviewed based on previous studies. At this step, we explicate context-specific 
institutions, market milestones, and the state of today’s motorcycle industry. This helps 
to explain the behaviors of MNCs and local traders in the current distribution system.  
Second, MNCs’ distribution systems building is analyzed. Then, local dealers’ 
behaviors in their systems are examined.  
Third, the behaviors of local traders in second-hand and repair market, are 
analyzed. Here, the focus is local traders’ price settings and business activities and their 
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influence on MNCs’ reputation and market position. 
2.3 HISTORICAL BACKGROUND 
The formation and development of Vietnam’s motorcycle industry help to understand 
the local informal institutions (i.e. local people’s perceptions of motorcycles), formal 
institutions (i.e. government’s policies), and the market milestones, which affect the 
behaviors of MNCs and local traders in distributing and price setting.   
In Vietnam, the second-hand motorcycle market has developed first, followed by 
the repair market and finally the market boom of new motorcycles after MNC’s entry. 
During the Vietnam War in the 1960s, motorcycles, especially MNC A’s products, were 
imported to the South Vietnam by the American military (Mishima, 2010). After the war, 
those used motorcycles were traded to the locals, who initiated the second-hand 
motorcycle market. After the Doi Moi Economic Reform in 1986, a socialist-oriented 
market economy replaced the command economy, resulting in both economic growth 
and the increasing demand for private vehicles (Mishima, 2010). The price of new 
motorcycles was too high with respect to average income. Thus, used motorcycles of 
MNC A were continuously imported from Japan and Thailand in order to meet the 
tremendous demand. The second-hand market was so dynamic that if people faced 
financial difficulty, selling their motorbikes could provide immediate financial support. 
Simultaneously, the spare parts and repair market swiftly emerged to meet the demand 
for the repair and modification of used motorcycles.  
In this phase, the severe supply shortage of new motorcycles at low price as well 
as the dynamic second-hand market, led to unique perceptions of motorcycles. They 
include the treatment of the motorcycle as a valuable asset, and the habit to consider the 
depreciation of vehicles in the second-hand market when purchasing new ones (Hoa Le, 
2017; Khai Bien, 2017).  
There are some remarkable market milestones after motorcycle MNCs arrived in 
the 1990s. In the 1990s, the motorcycle productions began in Vietnam. The first 
motorcycle MNCs were MNC D - a Taiwanese firm in 1992, followed by Japanese 
firms including MNC C in 1995, MNC A in 1996, and MNC B in 1998. Their 
motorcycles were still expensive and priced above the means of low-income society, 
which led to slow growth of the market (Figure 2.1). However, the massive volumes of 
low-priced Chinese motorcycles triggered the market boom, increasing sales volumes 
more than six times in the phase 1998-2002 (Figure 2.1). At that time, there was a ban 
on importing completely built-up units, and Chinese motorcycles were assembled in 
domestic Vietnam. It is worth noting that the market share of Chinese assemblers was 
too small. The dominating market shares were from the local firms using Chinese 
knockdown components kits (Duc Tiep, 2007; Mishima, 2010; Fujita, 2013). Although 
made by local assemblers, the imitations of Japanese-brand motorcycles were coined as 
“Chinese motorcycles” by Vietnamese people to distinguish the poorer quality 
motorbikes with the genuine ones (L.Giang and M. Van, 2002; Vnexpress, 2001).   
Confronting this “China shock” (Fujita, 2013), MNC A responded by 
successfully making a specific product designed for the Vietnamese market, priced 
nearly at one-third of the value of its previous models in 2002 (Duc Tiep, 2007; 
Mishima, 2010). It is noteworthy that due to the poor quality, those imitations quickly 
lost trust from the Vietnamese as accidents related to motorcycles increased drastically 
during the period between 1998-2002 (L.Giang and M. Van, 2002; The Motorbike Joint 
Working Group, 2007; Vnexpress, 2001). Therefore, thanks to its reasonable price and 
high quality, the product was readily absorbed by the market, helping MNC A to regain 
its market shares (Fujita, 2013).  
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Nonetheless, there was the sharp contraction of the market from 2003 to 2005 
due to the incidental changes in Vietnamese policies, such as import quota on 
motorcycle parts and the limit on vehicle register (Fujita, 2013). Due to strong 
resistance from the public and MNCs, these arbitrary interventions were eventually 
abolished in 2005. Consequently, sales of domestic market increased tremendously 
(Figure 2.1). In 2007, MNC E, the prestigious Italian MNC, came to Vietnam and 
successfully entered the untouched high-end market segment. 
In the aftermath of the competition, market for imitations by local assemblers 
has been shrinking and replaced by the domination of MNC A and MNC B (Fujita, 2007, 
2011, 2013; Mishima, 2010). However, the severe counterfeit problem of counterfeit 
parts continued spreading out. This strongly affects the behaviors of MNCs and local 
traders in the distribution networks, which will be analyzed in the next sections. 
 
Figure 2.1: Motorcycle statistics in Vietnam 
 
Source: Author’s calculation based on data from 2010 World Motorcycle Facts & 
Figures (1998-2009), Vietnamese News (2010-2012), Honda Vietnam (2013-2016). 
2.4 DISTRIBUTION OF NEW MOTORCYCLE 
Through interviews and market observations across the country, flows of goods in new 
motorcycle market, the second-hand market, and the repair market are displayed in 
Figure 2.2.   
To conduct an in-depth analysis, we divided the distribution flows into two small 
flows: one, the distribution of new motorcycles and the other, the distribution of used 
motorcycles, spare parts and repair service. Furthermore, in the flow of new 
motorcycles, we only focus on the main distribution of MNCs’ local-assembled 
motorcycles with more than 95% market shares (Kato, 2015). Therefore, the flow of 
imported motorcycles depicted in Figure 2.2 is excluded when analyzing the 
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Figure 2.2: The distribution of motorcycles in Vietnam 
 
 
Source: Compiled by the author from two investigations in 2015, 2016. 
 
2.4.1 MNCS’ DISTRIBUTION SYSTEM BUILDING 
Through interviews with local dealers, we learned that motorcycle MNCs created their 
own distribution channels using exclusive authorized dealers. Then, we investigated the 
primary terms in the dealer contract.  
First, the dealer contract regulates the exclusivity that the dealer is not allowed 
to sell other manufacturers’ products. In the dealer network, the exchange of used 
motorcycles is prohibited. This channel type helps MNCs to strictly manage the quality 
of their products and after-sale services against the risk of counterfeit problems, 
especially with the prevalence of counterfeit parts and motorcycles in Vietnam.  
Among MNCs, only MNC B established its own retail shops besides external 
dealers. Given the disadvantages compared with MNC A, the longest existing brand in 
Vietnam, this distinctive channel helps MNC B to actively raise the number of point of 
sales as soon as possible to compete with MNC A.  
 
Table 2.1 MNCs’ dealership standards 
 
a Sales 
b Sales, Spare parts 
c Sales, Spare parts, Service 
d Sales, Spare parts, Service, Safety riding 
Source: Compiled by the author from two investigations conducted in 2015, 2016. 
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1990s  Local merchants without standard responsibility  
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Second, it stipulates the standards of dealerships. Dependent on MNCs, standard 
requirement in the first days is different. For MNC C and E, every dealer has to meet 
the 3S standard: Sales, Spare parts and Service. For MNC A, it is 4S with the added ‘S’ 
of Safety riding or riding simulation; yet, the main function does not differ much from 
3S. To MNC B, there are two standards including 2S (Sales and Spare parts) and 3S. 
For MNC D, there are three standards: 1S (Sales), 2S, and 3S (Table 2.1). In recent 
years, MNC B and D have tried to upgrade their dealer network into the 3S standard. 
Generally, dealers have to make a big investment in equipment for repair service. In 
return, MNCs provide management software, support dealers’ selling activities and 
supply technician training for dealers’ mechanics. Prior to the 1990s, motorcycle shops 
did not have this responsibility and their spare parts were not guaranteed to be certified. 
Hence, MNCs’ distribution system building helps to upgrade the service quality and 
local human training for the motorcycle industry. 
Third, it also regulates dealers’ autonomy in price setting and responsibility for 
inventories. Dealers are autonomous to decide the selling price based on market 
demand, even when manufacturers always publicize the suggested retail price on their 
official websites. Dealers are in charge of inventory management by themselves, and 
have to finish all the payment for orders prior to delivery dates. This helps to reduce 
MNCs’ burden of inventory as well as maintain sales efforts of dealers.   
In the early days of the industry, to overcome the lack of local market 
understanding, MNCs actively sought dealership candidates. They exploited the existing 
motorcycle shops that had longtime experience working in the field. Two senior dealers 
of MNC A revealed that: 
“In 1998, MNC A’s representatives came to our shops and invited us to join 
their network. They promised us that in one region, there is only one exclusive 
authorized dealer. Certainly, we agreed since they are the biggest brand, people 
love their brand, and we can make a big profit with them. Even now, when the 
territory term is no longer valid, this is still a profitable business”. (A7) 
For output control, there is no minimum performance obligation for dealers. 
Every manufacturer plans sales targets for each dealer. However, it is not compulsory 
but is encouraged by providing rewards for good performances. For process control, 
MNCs designate a regional field staff responsible for sales activities, including 
supervising and cooperating with dealers in sales planning and allocating. Specifically, 
they frequently investigate dealers in order to make sure all quality-related 
commitments and services are fully implemented. If dealers fail to do so, the trademark 
will be retrieved. This strict supervising helps to avoid the problem of counterfeiting, 
protect MNCs’ reputation, as well as support the local sustainable development. 
Besides, MNCs also emphasize human training to upgrade their distribution 
systems in the long run. They hold periodical training, issue certificates for mechanics, 
support improving management skills by diffusing the IT management system and 
business mindset. As a result, local dealers have transformed from small family 
businesses to well-organized and well-equipped organizations (Figure 2.3). 
Accumulating capitals and experience of larger business scale, dealers gradually expand 
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Source: The author’s research investigation in 2015/08. 
 
As observation and interviews, the number of staff depends on how many 
showrooms a dealer has and depends on the business situation. Basically, one dealer has 
one director, 1-2 deputy director, one financial department (around 5-6 staffs), and has 
one or more showrooms. Table 2.2 showcases the average number of staffs in one 
showroom of interviewed dealers. The number of staffs in one showroom varies by 
manufacturers based on the business situation. Accordingly, MNC A’s dealers have the 
largest number of staff (around 20 persons), and followed by dealers of MNC B (around 
16 persons), D (12 persons), E (9 persons) and C (7 persons) (Table 2.2). 
 
Table 2.2 The average number of staffs in one showroom (unit: person) 
          A         B D C E 
Interviewed dealers          9         5 3 3 2 
Showroom leader 1 1 1 1 1 
Sales (salesman) 4 3 2 1 3 
Spare parts  3  3 1 1 1 
Service  12  9 8  4  4 
Total 20 16 12 7 9 
Source: The author’s two research investigations in 2015/08 and 2016/03. 
2.4.2 LOCAL DEALERS’ BEHAVIORS 
Local dealers affect MNCs’ business mainly through their wholesales and price setting 
behaviors. Although MNCs want to build the exclusive authorized dealer network to 
serve the end-user, dealers’ wholesale behaviors distort their distribution systems and 
strengthen the existence of unofficial channels (Figure 2.2).  
Sub-dealers are multi-brand shops buying motorcycles from authorized dealers 
and other trading companies or importers, then resell to end-users. Sub-dealers are local 
traders who emerged by the market demands. Firstly, sub-dealers supply services that 
dealers cannot meet under MNCs’ control, such as providing a variety of models, brands, 
and product modifications for local tastes. Secondly, sub-dealers emerge especially in 
rural areas lacking dealer candidates eligible for all requirements (i.e. 3S standard) from 
Showroom 
manager 
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MNCs. Thirdly, big dealers also establish sub-dealers, selling for multiple brands in 
order to expand their network and dominate the local market. Interestingly, we observed 
that sub-dealers are normally seen in the South and the Central of Vietnam, whereas it 
hardly exists in the North.  
The existence of sub-dealer helps to expand the market to rural and remote areas, 
but simultaneously threatens MNCs’ brands if they exchange genuine engines and parts 
with the fake ones to increase profits.  
 As mentioned above, local dealers are independent in setting prices. Since 
motorcycles are considered as valuable assets in Vietnam, they have been accompanied 
by the so-called “hot model” phenomenon. They are the latest models with new 
functions, design, and with the highest demand on the market. Many people are willing 
to buy a “hot model” at a higher price than MNCs’ public quotations as a show of 
wealth (Ngoc Tuan, 2017). Utilizing this distinctive characteristic, local dealers adjust 
the market price to gain the maximum profit. However, this phenomenon is only 
observable in MNC A and B’s channels with the largest market shares. To other 
producers, price is often equal or less to the MNCs’ suggested retail price. According to 
interviews and observation, the pricing mechanism in MNC A and B’s channels is 
determined in two dimensions (Figure 2.4). For the popular product brands, the “hot 
models” are priced higher than the MNCs’ suggested retail price.  
We dug deeper and explored how this pricing mechanism works. In a specific 
area, one or two biggest dealers expanded their network of retail stores to dominate the 
market. The statistics of dealers and stores in Table 2.3 illustrate that MNC A and B 
have the largest country-wide networks of dealers and their dealers tend to have retail 
chains in local markets with respectively 1.75 stores and 1.28 stores per dealer. In fact, 
the actual stores in dealers’ retail chains are larger with the existence of sub-dealers, 
which are not listed on the MNCs’ websites. This enhances their chance to procure a 
larger number of “hot models” as the allocation depends on dealers’ local market share. 
With the largest supply proportion in that area, they can examine the pricing and local 
demand by creating a certain scarcity of “hot models” in the first weeks after the 
product launch.  
 
Figure 2.4: Pricing at MNC A and B 
 
 
Source: Compiled by the author from two investigations conducted in 2015, 2016. 
 
Now, what is the reaction of other small dealers and sub-dealers? Since “hot 
models” allocation is limited, small dealers want to utilize them to make more profits. 
The action of small dealers is to cooperate with dealers to keep inventories of the “hot 
Approximately equal or less 
to reference price 
Slightly fluctuates around 
reference price  
Slightly fluctuates around 
reference price 
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models” until big dealers announce their official prices. Consequently, the price of “hot 
models” is much higher than MNCs’ reference price. According to interviews and 
observations, the price gaps further attract the attention and curiosity of the people. 
Gradually, those models and brands of MNC A and B become special and superior 
because people believe that market prices tell the quality. Thus, dealers’ behaviors of 
price setting and keeping inventories of “hot models” expand the gaps of brand values 
of each MNC perceived by local people. This is beneficial to MNC A and B, but 
detrimental to other MNCs.  
 
Table 2.3 Number of dealerships and stores of each MNC 
 
Note:     a: dealers       b: retail stores 
Source: Data compiled from MNC websites from September 2015. 
2.5 THE DISTRIBUTION OF USED MOTORCYCLES, SPARE PARTS, 
AND REPAIR SERVICE 
2.5.1 SECOND-HAND MOTORCYCLE MARKET 
 
The historical background provided above has shown that the depreciation in second-
hand market influences the purchase decision of new motorcycles in Vietnam. In order 
to explore the specific impacts on MNCs’ business, we implemented further 
investigations into the second-hand market.  
In Vietnam, second-hand motorcycle shops are local traders that have emerged 
from the local market demands and have no relationship with MNCs. Firstly, demand 
comes from low-income people who need private vehicles to earn a living or daily 
transportation under insufficient public transportation circumstances. Secondly, second-
hand market is important to people who want to sell their motorcycles in order to 
upgrade to the latest models. Thirdly, this market also serves antique collectors. 
 
Table 2.4 The buying price at a shop in Cu Chi district of Ho Chi Minh City 

















Source: Compiled by the author from two investigations conducted in 2015, 2016. 
 
Brands A B D C E 
Region a b b/a a b b/a a b b/a a b b/a a b b/a 
North 144 236 1.64 182 206 1.13 76 78 1.03 55 55 1.00 23 47 2.04 
Central 109 177 1.62 150 182 1.21 127 147 1.16 42 42 1.00 14 17 1.21 
South 126 246 1.95 138 207 1.50 239 264 1.10 45 52 1.16 20 32 1.60 
Nation 379 659 1.74 466 595 1.28 442 489 1.11 142 149 1.05 55 96 1.75 
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Through market investigations, we found out that the mass distribution of used 
motorcycles does not damage, but rather helps to re-evaluate brand value. Taking one 
shop in Ho Chi Minh City as evidence, Table 2.4 shows that the most popular brand, 
MNC A, is used as a benchmark for other brands (except MNC E) in the same product 
line and from the same production year. The depreciation is different among brands 
based on their popularity in the new motorcycle market. Therefore, it is the motorcycle 
brand value that influences the price setting in the second-hand market. 
However, the second-hand motorcycle shops are the ones to decide how big the 
gap is among brands based on demand in their local market. This significantly affects 
the MNCs’ business in the main market because people prefer the brand with less 
depreciation in second-hand market. Meanwhile, Chinese motorcycles are pushed into 
an extremely difficult situation since it is not accepted in the second-hand market (Table 
2.4). According to a Chinese motorcycle shop owner, the expansion of low-price 
second-hand Japanese motorcycles and the development of consumer finance service 
devastated the sales of counterfeit motorcycles. 
Although the way to decide the selling price is different between shops, the 
common is that MNC A brand has the lowest rate of depreciation. To verify our first-
hand data related to the big gap among motorcycle brands in second-hand market, we 
compare the prices between MNCs’ products in the same market segment (Figure 2.5). 
Because it is hard to make a direct comparison between four brands, we compare MNC 
A with one other brand, given the same price range and production year. Data of 115 
offer prices were collected from one of the biggest second-hand online markets for 
motorcycles in Vietnam.  
In line with our findings, Figure 2.5 illustrates that MNC A has an advantage 
over other rivals in the second-hand market. The bigger gap it is in second-hand market, 
the more beneficial to MNC A in the main market. This is because if the gap is 
considerably big, customers tend to choose MNC A even when they prefer the design of 
other brands (Hoang Cuong, 2017). Hence, the local traders’ behaviors in the second-
hand market widened the gap between MNCs’ brand value and market position.  
Moreover, the loss of nearly 50% value of MNC E is also confirmed by strong 
support from online resources (Hoang Cuong, 2017; otofun.net, 2013; xe.chotot.com, 
2018). Interestingly, since MNC E targets the high-end market segment, its high-income 
customers often do not care much about the depreciation price. However, the question is 
why this brand has such a substantial depreciation. This issue will be addressed again in 
the analysis of the spare part and repair market. 
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Source: xe.chotot.com (2018) 
Note: the box and whiskers plots show the maximum price (upper extreme), minimum 
price (lower extreme), median price (median), and the middle half of a data set (from lower 
quartile to upper quartile). 
 
2.5.2 SPARE PARTS AND REPAIR MARKET  
 
We found out that MNCs’ dealers contribute to the change in the structure of the repair 
market. With the well-equipped 3S showrooms (sales, spare parts, services) under 
MNCs’ trademark, they aggressively penetrated the repair market with genuine parts. 
This helps to upgrade service quality and prevent the spread of counterfeit spare parts in 
the motorcycle industry. Moreover, MNCs’ dealers increase the competition by creating 
various services including motorcycle salvage and repair services via phone calls, and 
motorcycle repainting. Since it violates the original design and MNCs’ rules, repainting 
is never conducted directly by dealers. However, interviewed dealers revealed that:  
“If customers ask to change the color, we will work as an agent to make a 
vehicle registration on behalf of the customers first. Then, we will send it to 
the motorcycle-painting shop and return to the customers when it gets done.” 
(A1, E1) 
The expansion of MNCs’ dealers and their services, however, put local repair 
shops into a difficult situation in that they can only develop at a significant distance 
from dealers. One repair shop revealed that: 
“Recently, we are facing severe competition due to a dense network of MNCs’ 
dealers. Our business has suffered in consequence. At present, replacing parts 
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10- 20% and renovating and remodeling is taking 30-40%.” (Sp1) 
Moreover, we found out that the distinctive characteristics of the spare parts and 
repair market gave MNC A the competitive advantage in the early days. As mentioned, 
among the five MNCs, MNC A is the first brand that was imported to Vietnam and 
stayed popular for a long time. MNC A’s brand not only dominated the second-hand 
motorcycles market but also repair market. Through the investigations, we found out 
that prior to the 1990s, the sources of motorcycle spare parts were from the import and 
the parts cannibalized from unusable motorcycles. At that time, people had to have their 
motorcycles repaired at garages. The senior mechanics revealed that: 
“In the early days, it was not difficult to find spare parts to repair for MNC 
A’s products, but it was very difficult for other brands. Using spare parts with 
different specifications to fix other brands led to many accidents, which 
eventually worsened the quality of other brands in the eyes of consumers.” 
(A7, D2, Sp4) 
As a latecomer, MNC E also confronted the same situation. As mentioned, MNC 
E is focusing on the high-end segment and has different specifications with other brands. 
It is difficult to find MNC E’s authentic components at normal repair shops. 
Furthermore, only specialized and trained mechanics can fix this kind of brand. 
However, to users, convenience is the highest priority. They often have MNC E’s 
motorbike repaired at the nearest shops or along the streets while traveling. The 
counterfeit spare parts used in these shops gradually led to a malfunction, which 
devalued the quality in the customers’ eyes. This not only badly affected the new 
motorcycles market but also the second-hand market. This is why the depreciation of 
MNC E is high in the second-hand market (Table 2.4). Recognizing the significant 
influence of this market on their reputations, all five MNCs have recently boosted the 
production of spare parts and components in Vietnam. Recently published news has 
reinforced our findings (Bao Anh, 2014; Hoang Cuong, 2017; Luong Dung, 2013). 
2.6 DISCUSSION AND IMPLICATIONS  
2.6.1 MNCS’ DISTRIBUTION CHANNEL BUILDING 
 
Fact findings demonstrated that after market entry, motorcycle MNCs established their 
own distribution channels and contributed to Vietnam’s motorcycle industry in various 
ways. MNCs built exclusive dealer channels and made use of market knowledge and 
capital of senior motorcycle dealers to expand the market. The prohibition of selling 
other brands and counterfeit goods regulated in the dealer contract is the basis for 
MNCs to strictly manage service quality to satisfy customers and build brand value. 
MNCs have been asking their dealers to invest in equipment and showrooms with 3S 
standards. The implementation of 3S standards is strictly monitored by the regional field 
staff. As a result, product and service quality is upgrading in new motorcycle market. In 
the repair market, high-quality spare parts supplied by MNCs’ dealers have gradually 
replaced the low-quality part. In this way, the high-standard exclusive channels of 
MNCs bring more value to local customers and prevent the spread of counterfeit goods, 
thus contributed to the distribution system of the overall motorcycle industry.  
Besides, MNCs enhance the management skills of local dealers and technical 
skills of mechanics through training. Working in a long time with MNCs, local dealers 
accumulated capitals and experience of managing professional and bigger business scale. 
The formation of retail chains and the improvement of organization structure showcased 
dealers’ business development. Thus, MNCs also contributed to upgrading human skills 
Chapter 2: Market environments, local traders’ behaviors and MNCs’ distribution system 
Nguyen Kim Ngan - August 2020   33 
and the development of local firms in distribution systems. Our findings support the 
MNC literature (Dunning and Lundan, 2008) about MNCs’ role in host countries, where 
suffer underdeveloped market and distribution systems.   
Different from the MNC-centric viewpoint, we also carefully consider the role of 
local traders in forming today’s distribution systems in the motorcycle industry. Table 
2.5 illustrates that MNCs are the leaders to arrange one-tier distribution systems 
(official exclusive dealer channel) in new motorcycle market, as well as gradually 
penetrate the spare parts and repair market. However, their systems and their business 
are strongly affected by local traders’ behaviors, which will be discussed next.  
 
Table 2.5 Matrix of market segmentation and leadership in distribution 




Spare parts and 
repair market 
Arranged by MNCs  Contractual 
framework of dealer 
system 
 Parts and repair 
services supplied by 
dealers 





Second-hand shops Additional services 
initiated by dealers, 
Repair shops 
 
Source: The author  
 
2.6.2 THE IMPACT OF MARKET ENVIRONMENTS AND LOCAL TRADERS’ 
BEHAVIORS  
 
Regarding context-specific institutions, in Vietnam, motorcycle MNCs faced various 
institutional issues such as the unstable industrial policies as well as the local 
perceptions about motorcycles, which is beneficial to MNC A, but detrimental to other 
MNCs.  
Regarding local traders’ behaviors, independent activities led by local traders 
actively complemented MNCs’ system in forming the today’s distribution (Table 2.5). 
Dealers affect MNCs’ business and distribution systems in various ways. Firstly, dealers 
are the representative of MNCs to end customers. Dealers’ service performances are 
important to co-build MNCs’ brand value. Secondly, dealers’ wholesales strengthen the 
existence of sub-dealers or unofficial channels, which are beyond MNC’s intent and 
control. Although sub-dealers help to expand market to rural and remote areas, they may 
risk MNCs’ brand if they exchange with genuine engines with counterfeit ones. 
Secondly, dealers’ initiatives, which are outside MNCs’ standardized services, flexibly 
meet the market demands (Table 2.5). Thirdly, dealers’ pricing behaviors have increased 
the reputation for MNC A and B, which may expand gaps in market shares.  
Besides, other traders such as second-hand shops and repair shops also affect 
MNCs’ business in the main market by their pricing and services (Table 2.5). Our 
findings elucidated that the influences of second-hand markets vary across firms. In fact, 
they extend gaps between firm’s reputation and market position in Vietnam’s 
motorcycle industry. Although the brand value of new motorcycles determines the price 
setting in the second-hand market, it is the local agent who decides how big the gap is 
among brands. Due to the consideration of local habits regarding the depreciation of 
vehicles when purchasing new ones, price gaps in the second-hand market affect MNCs’ 
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business. In the repair market, repair shops in the areas with sparse MNCs’ dealers may 
use counterfeit parts, which leads to a deterioration in related brands. This issue has yet 
to be discussed in previous studies in developed countries (Asugman et al., 1997; Cohen 
et al., 2006; Verstrepen et al., 1999).  
Thus, even for MNCs with strong brands and high-quality products in the main 
market, the disrepute in the second-hand and spare parts market may pose a risk to their 
business. As mentioned in the historical background review, this phenomenon is due to 
the maturity of second-hand and repair markets prior to MNCs’ entry on the market. 
Given that the early emergence of second-hand and repair markets is normally seen first 
in developing countries (Grubel, 1980; Clerides, 2008), this phenomenon is not limited 
to Vietnam, but may also exist in other emerging markets. 
The Vietnamese market characteristics are that MNC A is highly evaluated in 
both the second-hand market and the repair market, which contributes to strengthening 
MNC A’s brand in the new motorcycle market (75.9% market shares in 2018). We 
consider this phenomenon as a co-building of brand value between MNC and local 
traders as the manufacturer competes in quality leadership and dealers compete via price 
and service leadership. Historically, MNC A was the first MNC to reduce production 
costs, maintain high quality, and strictly protect their product images in the vicious 
competition with Chinese motorcycles and counterfeit parts in the market. This 
augmented the MNC’s brand value in the host country. Subsequently, local dealers 
within their autonomy sought out the optimal pricing policy and services to accelerate 
the brand valuation in order to gain more benefits. 
2.6.3 IMPLICATIONS  
 
From fact findings, it is evident that MNCs’ business, distribution system building, 
market positions are affected by market environments and local traders’ behaviors. 
These findings address the problem of the MNC-centric viewpoint and provide 
implications for both strategy studies and development studies.  
For strategy studies, besides studying the impact of MNCs’ strategic decisions 
and replication of standardized business models on the success in host countries, they 
should expand the studies on how local traders’ behaviors affect MNCs’ business and 
market position. In other words, scholars should pay more attention to local traders’ 
perspective instead of MNC-centric viewpoint to deeply understand how MNCs’ 
distribution systems work in host countries. With this new perspective, we have 
demonstrated that under high uncertainties in host countries, the co-building of brand 
value between MNC and local dealers is vital to MNC’s business. Moreover, it implies 
that there is complementarity among main market, second-hand and repair markets in 
automotive industries in emerging markets. 
For the development studies, from the local traders’ perspective, this research 
showcased that MNCs are not the only actor to develop local distribution system. The 
findings manifested that MNC created the market and designed the distribution channels. 
However, local traders affected distribution systems beyond MNCs’ intent. In other 
words, MNCs in coordinating with local traders formed and developed a distribution 
system for Vietnam’s motorcycle industry. Thus, when investigating MNCs’ 
contribution to distribution system formation and development in host countries, 
scholars should pay more attention to the interaction between MNCs and local traders 
rather than MNC-centric viewpoint.  
For practical implications, this study draws MNC managers’ attention to three 
points in distribution channel building. First, in order to seek out the most suitable 
distribution strategy, MNCs should investigate the formation and development of that 
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industry. This is important to avoid uncertainties destroying MNC’s brand identity (i.e. 
counterfeit problem), especially in emerging markets that have suffered from the mass 
distribution of counterfeit products like Vietnam (Fujita, 2007, 2011; Mishima, 2010). 
Second, MNCs should pay attention to local dealer’s autonomy and strict quality 
management to motivate their collaboration for the co-building of high brand value. 
Manufacturers make endless efforts to supply superior products, create brand value, 
strict quality management and supporting dealers. Then, local dealers with their 
autonomy sought out the pricing policy to accelerate the process of brand valuation. 
Last but not least, automotive MNCs should be aware of their reputation in the second-
hand and repair markets in order to make timely interventions if necessary. 
This research inevitably has its own limitations. Specifically, it did not 
investigate the MNCs’ viewpoint and influence of HQ-subsidiary relationships on the 
process of entering the Vietnamese market and building the distribution network. Thus, 
future research is welcomed to complement the current study. Second, although the 
multiple case study is suitable for the current research purposes, the drawback is the 
difficulty of making statistical generalization beyond the investigated context. However, 
this opens up opportunities for future research, which should collect a larger sample to 
support statistical generalization across countries or even across industries.  
With the current approach, the study completed its purposes to explore the 
insights and disseminate rich information of the understudied topic. The richness of 
findings suggests a new approach investigating market data for future research on MNC 
distribution channels. Or ideally, the combination of local partners’ perspective and 
MNCs’ perspective is encouraged. It further suggests the holistic stance by investigating 
market data in not only main markets but also in second-hand and aftersales markets. 
These perspectives certainly are not limited to Vietnam’s motorcycle industry. Instead, 
they are applicable to various fields due to their advantages, including the objective 
evaluation of MNCs distribution channels and exploration about local contexts in host 
countries. 
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3 MNCs’ SCI to respond to 
the local market 
 
This chapter sets out to answer two questions: How do MNCs conduct SCI to 
respond to the local market? Why do MNCs choose a specific SCI strategy? In 
order to find the answer, data were collected from three Japanese motorcycle 
makers, their dealers and tier 1 suppliers in Vietnam from 2015 to 2018. The 
empirical findings provided the insights of how MNCs actively collaborate with 
SC partners and use different SCI strategies to respond to local market.  
3.1 INTRODUCTION 
Supply Chain Integration (SCI) has been increasingly important topic in the Supply 
Chain (SC) research (Flynn et al., 2010; Liu et al., 2018; Wong et al., 2011). Recent SC 
research has manifested that SCI has effect on both operational performance (Flynn et 
al., 2010; Wong et al., 2011) and business performance of core firms (Flynn et al., 
2010). This is because the intra- and inter-organizational integration of sales, production, 
and input purchase positively improves the performance of delivery, product quality and 
production flexibility (Liu et al., 2019; Wong et al., 2011). Flexibility competency 
assists firms to react effectively to the changes in the environment, and reduce 
inventories (Blome et al., 2014; Fayezi et al., 2017). In this sense, from International 
Business (IB) perspective, a study on how multinational companies (MNCs) conduct 
Chapter 2
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SCI to overcome high market uncertainty in developing countries is of significance 
(Lockstrom et al., 2011; Silvestre, 2015). However, there is very limited number of 
studies on this topic.  
Additionally, there is a lack of comprehensive studies collecting data from 
distributors, MNCs and suppliers in the same SC. Even Flynn et al (2010) pointed out 
the necessity to analyze SCI in three dimensions (i.e. distributor, manufacturer, 
supplier), their research and the following studies still face the common limitation. They 
only collected data from manufacturers to build a construct for 3 dimensions (Flynn et 
al., 2010; Liu et al., 2019, Lu et al., 2018). Thus, the research scope collecting data from 
all SC members has been called for (Flynn et al., 2010). Even in few studies collecting 
data of 3 dimensions, they conduct the large survey of random firms in different SCs, 
who have no connection. Thus, they are limited to provide the insights of how and why 
each core firm follows a certain SCI strategy at the certain point of time.   
Recognizing these research gaps, we feel compelled to conduct multiple case 
studies collecting data from three dimensions to answer two questions: How do MNCs 
conduct SCI to respond to the local market? Why do MNCs choose a specific SCI 
strategy?  
In order to find the answer, data were collected from three Japanese motorcycle 
makers, their dealers and tier 1 suppliers in Vietnam from 2015 to 2018 (See Chapter 1). 
This chapter begins with the review of literature on SCI to build the analytical 
framework. Then, data is analyzed, and findings are discussed. Finally, implications are 
concluded. 
3.2 LITERATURE REVIEW 
3.2.1 SUPPLY CHAIN INTEGRATION  
This chapter deploys Supply Chain Integration (SCI) definition of Flynn et al. (2010) 
due to its comprehension. Accordingly, SCI is “the degree to which a manufacturer 
strategically collaborates with its supply chain partners and collaboratively manages 
intra- and inter-organization processes. The goal is to achieve effective and efficient 
flows of products and services, information, money and decisions, to provide maximum 
value to the customer at low cost and high speed” (Flynn et al., 2010, p.59). The 
research on SCI normally considers the transactions between suppliers, makers, and 
distributors based on behaviors of end users. In other words, there are three dimensions 
of SCI: dealers, suppliers and internal integration (Flynn et al., 2010). These dimensions 
are widely advocated and used by many researchers (Bevilacqua et al., 2012; Lockstrom 
et al., 2011; Liu et al., 2019; Lu et al., 2018; van Donk and van Doorne, 2016). Thus, 
these dimensions are also employed in this chapter.  
To utilize all the benefits of SCI, the control at core firm is important. 
Throughout SC, core firms explicate their SC strategy and carefully structure SC 
practices into collaborative processes (Flynn et al., 2010). Internally, core firms design 
the process for information integration among production, sales and purchasing 
divisions (Okamoto, 2003). The internal integration is the foundation for external 
integration (Flynn et al., 2010). Simultaneously, they design the interface for 
exchanging information flows and physical flows between each department with outside 
dealers and suppliers. Then, core firms decide what kinds of information should be 
Chapter 3: MNCs’ SCI to respond to the local market 
Nguyen Kim Ngan - August 2020   38 
shared throughout supply chains, what kinds of information should be kept confidential 
(Fiala, 2005; Lotfi et al., 2013). Therefore, it is important to examine the SCI strategy 
selection at the core firm.  
Dealer integration connects core firms to actual market data, thus, contributes to 
the high responsiveness to market demands, and the elimination of bullwhip effect. 
Meanwhile, supplier integration is considered to contribute to shorter lead times, higher 
responsiveness at lower cost and improving product quality.   
SCI research has been investigated in terms of production planning and joint 
product development (Alfalla-Luque et al., 2013; Bevilacqua et al., 2012; Lockstrom et 
al., 2011). However, recent research revealed that information sharing related to joint 
product development is very limited in developing countries (Lockstrom et al., 2011). In 
fact, our research investigations also confirmed that there is no joint product 
development among supply chain (SC) members in Vietnam’s automotive industry. 
Thus, in this chapter, we focus only on how MNCs adjust intra- and inter-organization 
processes in order to frequently revise the production planning to promptly adapt to 
market changes. 
3.2.2 CUSTOMER ORDER DECOUPLING POINT 
Supply chain integration process and manufacturing strategies are inseparable topics. 
Manufacturing strategy is a way of dealing with matters in manufacturing, including 
product delivery, production efficiency and inventory investments. Manufacturing 
strategies are classified based on the customer order decoupling point (CODP) (Figure 
3.1), including Make-to-stock (MTS), Assemble-to-order (ATO), Make-to-order (MTO), 
Engineer-to-order (ETO). The CODP is “the point, where the product is linked to a 
specific customer order”, also known as order penetration point in the value chain 
(Olhager, 2003, p. 320; Olhager, 2010). There are some fundamental differences 
between these manufacturing strategies.  
First, the material flow in the upstream of the CODP is forecast-driven, whereas 
in the downstream is customer order-driven (Figure 3.1) (Olhager, 2010, p.864). 
Because product specifications are fixed based on customers’ orders at CODP, the 
forecast is just needed in the upstream of CODP.  
Second, the type of inventory at each CODP is different (Figure 3.1). Since 
CODP is “the last point at which inventory is held” (Olhager, 2010, p.864), the 
inventory at CODP are finished goods in MTS, work in process in ATO, raw materials 
in MTO, and zero at ETO (Figure 3.1).  
Third, delivery lead time is different (Figure 3.1). MTS has the shortest delivery 
lead time since delivery is based on the stock of finished goods (Figure 3.1). The MTO 
has longer delivery lead time since makers do not start making the product until they get 
the orders (Figure 3.1). When delivery lead time shrinks from ETO to MTS, inventory 
risks increase. This is because finished goods are end items, meanwhile work in process 
and raw materials are normally used for multiple items.     
Although the forecast-driven production can maximize the production efficiency 
and minimize delivery lead time, it may face excessive inventory or shortages when 
forecast deviates from real demand. In contrast, although customer order-driven 
production can minimize the inventory and obsolescence, it may face long delivery lead 
time, and the less production efficiency such as economies of scale and the swing in 
production and labor needs. Thus, there are trade-offs between production efficiency 
and flexibility in these manufacturing strategies. 
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Figure 3.1: Different customer order decoupling points  
 
Source: Adapted from Olhager (2010, p.864) 
 
 




Source: Olhager (2003, p. 327) 
 
Regarding the major factors affecting the CODP, the production to required 
delivery lead time ratio (P/D ratio) and relative demand volatility (RDV) are identified 
(Olhager, 2003, p.326). Required delivery lead time are set by the market, and become 
“a benchmark for production lead time improvements” (Olhager, 2003, p. 321). The 
RDV is “the coefficient of variation, i.e. the standard deviation of demand relative the 
average demand” (Olhager, 2003, p. 326). 
Specifically, P/D <1 is the restriction for MTO because production lead time 
must be smaller than required delivery lead time (Figure 3.2). If P/D >1, only MTS or 
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might be pursued regardless of P/D ratio to increase production efficiency (economies 
of scale). In contrast, if RDV is high, “an MTO policy is the natural choice” to avoid 
excessive inventories (Olhager, 2003, p.326). Normally, a lower demand volatility 
coincides with higher demand volume, and vice versa (Olhager, 2003, p.326). The 
principle of selection is that minimizing the inventory risk and maximum the 
opportunities to take advantage of economies of scale (Olhager, 2003, p.326). 
Importantly, this selection must be aligned with market competitive priority such as 
price, quality, or delivery speed (Olhager, 2003, p.328). For example, if price is the 
dominating order winner criteria, MTS might become priority. 
Based on these arguments, some studies advocated that the positioning of CODP 
is the core of the trade-offs between production efficiency (economies of scale) and 
flexibility (reduction of inventory) in the value chains (van Donk and van Doorne, 2016, 
p.2573; Olhager, 2003, p.328). Based on that, they suggested that forecast-driven or 
MTS strategy should be applied for pre-OPP operations (i.e. upstream). Meanwhile, 
customer order-driven or MTO strategy should be applied for post-OPP operations (i.e. 
downstream) (Olhager, 2010, p. 866-867).  
Furthermore, previous studies also pointed out the relationship between SCI and 
the location of the CODP. Van Donk and van Doorne (2016, p. 2573) demonstrated that 
MTO, ATO, and MTS companies have high integration levels in upstream, internal and 
downstream SC, respectively. Specifically, MTO companies and their suppliers have 
intensive sharing of forecast information and engagement in joint R&D. ATO 
companies tend to focus on internal integration based on information and planning 
systems. Meanwhile, MTS companies tend to intensively communicate with their 
customers to update the market information and adjust their forecast (van Donk and van 
Doorne, 2016, p. 2573).  
However, there are important limitations in their studies. First is about how to 
deal with the tradeoff. There is an unavoidable tradeoff between production efficiency 
and flexibility. This means that the issues for makers are: 1) if firms face constraints 
(e.g., P/D>1), they can only select within their constraint; 2) if firms do not face 
constraints (e.g., P/D<1), there are possibilities that they can improve the tradeoff. 
Therefore, the importance is how to improve the accuracy of demand forecasting and 
shorten the lead time. Their research overlooked this matter. Secondly, since Olhager's 
(2003, 2010) model is a maker’s decision-making model, it cannot be used for a SC, 
including suppliers, makers, and dealers.  
To overcome Olhager's limits, LLS and LSP, which are explained later, need to 
be focused on as factors that influence demand forecast accuracy and lead time 
reduction.  
3.2.3 LLS AND LSP INDEXES 
The Japanese automotive industries are famous for the flexible customizing system, 
which allows frequent production revisions to respond to market changes without a long 
lead time (Monden, 1998; Tomino et al, 2009). The process and mechanisms to conduct 
this system are explicated by prior studies as follows.  
First, core firms apply model mix production, level the production schedule and 
continuously update production plan to suppliers (Asanuma, 1994; Monden, 1998; 
Okamoto, 2003). For example, in month N with 25 working days, if they plan to 
produce 500 units of type C, 400 units of type D and 250 units of type E in total, they 
will level to produce 20, 16 and 10 units of each type daily. This helps to reduce lead 
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time for delivery, stocking time of finished products, and to exploit production 
resources stably.  
Second, to make just-in-time (JIT) production viable, core firms practice 
decomposing the product specification elements and their setting at different time. For 
example, they separate parts with the long production lead-time (e.g. engines, 
transmissions, body type) from small specifications, which can be altered daily (e.g. 
color). Based on that, they set monthly fixed volumes of car types, weekly fixed 
volumes of full specifications, and finally daily change where applicable such as color 
(Asanuma, 1994; Okamoto, 2003). Simultaneously, core firms decide the respective 
length of lead time for scheduling prior to production (LLS) and lot size of planning 
(LSP) (Figure 3.3). For example, core firms can fix production plan of engines and 
bodies for the four-week LSP in 3-week LLS. After receiving orders and daily 
adjustments from dealers, they can adjust weekly or daily LSP for small specifications 
like color in 3-day LLS.  
 
Figure 3.3: LLS and LSP indexes  
 
 
Source: Compiled by the author based on Okamoto (2003) 
 
These works also emphasized the trade-offs between the need for production 
efficiency (economies of scale), and the flexibility to demand change (inventory 
reduction). The degree of this relationship depends on forecast accuracy and the 
delivery lead time (Okamoto, 2003). Forecasting accuracy is determined by each firm’s 
forecast capability and the demand volatility. The more volatility, the harder it is to 
forecast. In this sense, these constraints are similar to RDV and P/D ratio of Olhager 
(2003).  
However, the main difference is that forecast accuracy, production lead time and 
delivery lead time can be improved by shortening LLS and LSP (Asanuma, 1994; 
Okamoto, 2003). Certainly, the smaller planning lot size (smaller LSP) and the closer it 
comes (shorter LLS), the higher forecast accuracy. Production lead time can be reduced 
by smaller LSP. Firms’ delivery lead time is consisted of the office work period, plus 
LLS and LSP (Figure 3.3). Thus, the shorter LLS and smaller LSP, the shorter the 
delivery lead time is. Therefore, LLS and LSP are identified as flexibility indexes, 
which are the core of the trade-offs between production efficiency and flexibility rather 
than CODP (Asanuma, 1994; Okamoto, 2003; Tomino, 2009; Kobayashi et al., 2017). 
These indexes will be used in this thesis to analyze and compare the SCI between 
MNCs. 
 
Order  Plan fixing  
Production  
Office work LLS  LSP  
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3.2.4 ANALYTICAL FRAMEWORK 
To conduct the research purpose, the cases of three Japanese motorcycle makers, their 
dealers and tier 1 suppliers in Vietnam were chosen (See Methodology section in 
Chapter 1).  
In SCI process section, we visualize how SCI of each MNC in production 
planning is conducted. Specifically, we expand the mapping techniques developed by 
Asanuma (1994, p.126-128) into three dimensions including dealer, maker and supplier. 
In each SC case, we replicate the analysis way for the consistency. The analysis begins 
with explaining information flows in three dimensions and manufacturing strategies (i.e. 
MTO or MTS). This is important to manifest how information integration occurs 
throughout the supply chain. Next, LLS and LSP indexes, developed by Okamoto 
(2003), are measured. Then, reasons for LLS and LSP selection of each MNC are 
presented.  
After analyzing case studies, we compare SCI patterns and discuss fact findings. 
Then, we try to set up a theoretical model to answer why these MNCs choose specific 
SCI strategies. The SCI strategies consist of manufacturing strategies, LLS and LSP. 
When discussing manufacturing strategies in a supply chain, we focus on MTS and 
MTO due to their prevalence in the Japanese automotive supply chains (Tomino et al., 
2009). Additionally, since Olhager’s model is for firms’ decision-making model, it is 
not suitable for the SCI model. Therefore, we will try to extend a model for a SC, 
including makers, suppliers and dealers. It is important that the production lead time in 
a supply chain (P of P/D ratio) should be replaced by the combined lead time of makers 
and suppliers. Finally, this chapter ends with implications and conclusion.  
3.3 SCI PROCESS  
 
Figure 3.4: Flows of information and goods in production planning 
Source: Compiled by the author based on interviews with motorcycle MNCs in Vietnam 
in 2017 
 
Three Japanese motorcycle makers in question have built factories in Vietnam to mainly 
serve domestic market demand. In their supply chain, flows of information and goods 
are illustrated in Figure 3.4. Accordingly, the information flow goes from market (sales 
forecast and orders) via domestic dealer network and overseas distributors to Sales 


















Goods flow (parts or motorcycles)
Chapter 3: MNCs’ SCI to respond to the local market 
Nguyen Kim Ngan - August 2020   43 
the physical object flow goes from suppliers to MNCs’ factories under the type of parts 
and components, then finished motorcycles are transported to domestic market and 
export markets. In Vietnam’s motorcycle industry, dealers of all MNCs are selling 
based on stock. Thus, delivery lead time from dealers to customers is short, and is the 
buffer for production efficiency. Since this chapter focuses on supply chain integration 
among domestic organizations for production planning, export markets and overseas 
distributors are not discussed. In this section, internal integration between Sales 
Division and Production Division via Seihan (Production-Sales) meeting, dealer 
integration and supplier integration for production planning is analyzed. 
Through investigations, we found out that motorcycles MNCs in Vietnam are 
using various SCI strategies. To visualize the SCI pattern of each MNC in terms of 
production planning, we mapped the intra- and inter-organizational processes as in 
Figure 3.5, 3.6 and 3.7. 
3.3.1 MNC A’S SCI  
Figure 3.5 demonstrates how MNC A integrates with dealers and suppliers for 
production planning.   
 
Figure 3.5: MNC A’s SCI 
 
Source: Compiled by the author based on interviews with MNC A and their suppliers in 
2017 and 2018 
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  In dealer dimension, MNC A integrates information system to grasp data of 
current inventory, sales records and delivery schedule. The integrated data are important 
for MNC A to make appropriate sales, production and delivery plans. Besides, MNC A 
also listens to dealers’ desired models, types and colours in order to ensure that they are 
producing according to market needs. Therefore, they require dealers to update their 
sales plan (i.e. monthly sales plan). Specifically, around the beginning of each month 
dealers have to submit sales plan for full specifications (i.e. type and colour) for next 
month (before 2017, sales plan for next three months) via Dealers communication 
system (DCS). After submission function on DCS closes, dealers can still make 
exceptional changes via email by the middle of month N-1. Because supply capacity of 
MNC A is lower than market demand at the time of interview, orders and sales plans by 
dealers are only for reference, final allocation is set by many other factors such as 
market size estimation, share targets, dealer retail power, and production capacity. Then, 
dealers receive the answer about final allocation of motorbike-line around the end of 
month N-1. Dealers have to receive all allocated volumes in any case. 
In maker dimension, right after receiving sales plan from dealers via DCS, MNC 
A has the first seihan (production-sales) meeting around 3 days later to fix production of 
one month for volume and two weeks for colour. They simultaneously fix daily 
production schedule for two weeks, and forecast the full specifications for the second 
half. After receiving the exceptional changes from dealers, the second seihan meeting is 
held to revise the production plan based on the current sales trend, inventory on DCS 
and change from dealers.  
In supplier dimension, they receive purchase orders (POs) with next two-month 
forecast after the first seihan at MNCs. MNC A has to send POs 10-15 days prior to 
production because suppliers need at least 8 days for preparation. In the investigation, 
suppliers of body frames receive POs with full specification for one month, meanwhile 
others receive POs with full specification for two weeks. In few cases of changes in 
body’s colour, MNC A can do that with their in-house production. In any case, one-
month volume by model is fixed (Figure 3.5). 
Then, delivery based on daily delivery schedule from makers. On the working 
day, for small and tiny parts, suppliers gather for a whole day and rent the truck to MNC 
A. To big parts, MNC A’s trucks will go around to collect many times from many 
suppliers (more than 10 times per day). This is because MNC A does not have space for 
big parts, thus, they need to apply just-in-time delivery.  
In Figure 3.5, the dashed line shows that production planning at MNC A is 
based on dealer’s orders and production planning at suppliers is based on maker’s 
orders. Thus, MNC A is using MTO method. In this way, the market demand is 
transferred to suppliers via core firms’ production planning, which supports the 
preparation of materials and parts for Just-in-time (JIT) production.  
MNC A sends advance notification of yearly production plan, review forecast 
every 6 months, and 3 months, then fixes one month. The change in forecast of one-
month and one-year plan is all limited within 10%, which supports the stable and 
efficient production throughout the supply chain. Thus, suppliers can be confident to 
prepare manpower, machines, and materials based on lead time of each item. For 
example, makers’ three-month forecasts are the basis for tier 1 suppliers to send the 
procurement plan to tier 2 and 3 suppliers (2 months in advance at JP3), and for import 
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parts (fixed two-month POs at JP2). Then, in the production month, the change colour 
(short procurement lead time) in two-week order is not a problem because the total 
volume of one month is secured.  
By separating parts with different production lead time and shortening lot size of 
planning (LSP), MNC A can quickly respond to market demand, while maintaining 
stable production and short-lead time of delivery. Since lead-time for processing body, 
engines are longer than painting and labelling, LSP by model (one month) is larger than 
LSP by full specifications (two weeks). With this practice, when market tastes change 
such as colour and outside decorations, production can be adjusted every two weeks. 
Additionally, the length of lead time for scheduling prior to production (LLS) is as an 
index to estimate the forecast accuracy. In dealer dimension, LLS is 25 and 15 days for 
LSP of 30-day production of full specifications. In maker dimension, LLS is 22 days for 
LSP of 30-day production volume by models and 15-day production volume by full 
specifications. In supplier dimension, LLS is 10-15 days for LSP of 30-day production 
volume.   
Obviously, SCI strategy of MNC A is to pursue MTO, production efficiency, 
and reasonable flexibility. To make production plan open to revision, MNC A designs 
organizational processes for integration with dealers and suppliers. Dealer integration 
helps to frequently update market trends. Meanwhile, supplier integration makes JIT 
production feasible.  
Regarding reason for SCI pattern selection, MNC A confirmed that this SCI 
pattern helps them to supply to dealers hourly and manage inventory of finished 
products at hourly basis at factories. There is no stock of parts for production since 
suppliers supports them for JIT production. MNC A also requires their suppliers to keep 
safety stock of parts for 3-day production on average.  
In interviews, MNC A told that they have no intention to shorten LLS and LSP 
for more flexibility. They prefer to keep this LLS and LSP to maintain low production 
cost by exploiting mass production. At the time of interviews, MNC A is taking 75.9% 
market shares (2018), sales volumes are quite stable to obtain high forecast accuracy. 
Thus, there is no need for more flexibility. In this way, MNC A is using SCI strategy as 
a tool to gain competitiveness, which is responsive to market and low production cost. 
3.3.2 MNC B’S SCI  
Figure 3.6 illustrates how MNC B integrates with dealers and suppliers for production 
planning.  
In dealer dimension, dealers send monthly sales plan so that MNC B can update 
the market trends. Then, dealers send official orders for two weeks. This helps to make 
sure the production speed is following the sales speed so that they can respond to 
demand changes and avoid the high inventory. Furthermore, although MNC B produce 
all orders required by dealers, they divide them into many deliveries. In each delivery, 
they determine the wholesale quantity based on many other factors such as market size 
estimation in that month and actual inventories at dealers. One characteristic of 
Vietnamese dealers is that they tend to order more than market demand in particular 
product. Therefore, by dividing into many deliveries and deciding suitable wholesales 
plans, MNC B can control inventory in the supply chain and avoid the sudden price 
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reduction in the market at a certain time. Dealers will know the delivery schedule 
through email, and they have to make the payment before delivery. 
 
Figure 3.6: MNC B’s SCI  
 
Source: Compiled by the author based on interviews with MNC B and their suppliers in 
2017 and 2018 
 
In maker dimension, MNC B often makes production plan for 3 years, 1 year, 
then reviews every 6 months and monthly. Finally, they fix volume of each model for 2 
weeks, and plan for weekly and daily production. Specifically, every 2 weeks, 
production department receives orders from sales department (15th month N-1). Based 
on that, they fix volume of each model for 2 weeks, in which they fix type and colour 
for the first week, update and can change colour if necessary for the second week. MNC 
B fixes the production plan based on production capacity and the balance of demand- 
supply to avoid the inventories and price reduction. Then, they send advance order 
notification for two-week production as well as the finalized POs for the first week to 
suppliers. 
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In supplier dimension, after receiving advance notifications, suppliers fix 
production volumes of parts for each model for two-week production plan, and fix 
production plan of full specification (type and colour) for one week (Figure 3.6). In the 
production week, MNC B can change the sequence of production priority if trouble (for 
example, POs for Tuesday can be changed into Wednesday), but cannot change the 
volume by model, type and colour. In case of changing sequence, MNC B has to inform 
at least 4 days in advance since tier 1 suppliers have to order components at least 3 days 
in advance for production. The delivery is the same as MNC A’ supply chain.  
In Figure 3.6, the dashed line illustrates that production planning at MNC B is 
based on dealer’s orders and production planning at suppliers is based on maker’s 
orders. Thus, MNC B also uses MTO method.   
Regarding flexibility, MNC B’s production plan for full specifications can be 
revised every week. This means that they can respond to market changes quicker than 
MNC A. In dealer dimension, LLS is 15 days for LSP of 15-day production of full 
specifications (Figure 3.3). In maker dimension, LLS is 15 days for LSP of 15-day 
production volume by models and 7-day production volume by full specifications. In 
supplier dimension, LLS is 15 days for LSP of 15-day production volume by part codes 
and 7-day production by daily delivery schedule (Figure 3.6). 
Regarding the reason for this SCI pattern selection, MNC B revealed that they 
are facing big demand volatility and difficulty for forecast accuracy. They are trying to 
differentiate their products with high quality to increase sales. However, it is still 
challenging when Vietnamese people have strong preference for MNC A’s brand. Thus, 
they choose to deploy the strategy with short LLS and small LSP to be responsive to 
market changes. 
In interviews, MNC B also revealed their dilemma between the flexibility and 
efficiency in production. MNC B often faces high demand volatility, which is difficult 
to arrange labors. Sometimes, some workers have to stay at home with 70% salary, and 
this is not fair between who is off- and who is on-work. In 2017, to get more stable 
production and balanced working days for workers, MNC B tried Make-to-stock 
method and levelled the same production volume every month. However, this 
production method resulted in high inventory of finished motorcycles. Therefore, they 
returned to the market-responsive production and MTO method from 2018. 
Due to demand volatility, MNC B is keeping one-week safety stock of finished 
product. There is no stock of parts for production since suppliers supports them for JIT 
production. MNC B also requires their suppliers to keep safety stock of parts for 3-day 
production on average. 
In sum, SCI strategy of MNC B is MTO method and the responsiveness to 
market by sacrificing the stable production to some extent. To make production plan 
open to revision, MNC B designs inter-organizational processes for integration with 
dealers and suppliers. Dealer integration helps to frequently update market trends. 
Meanwhile, supplier integration makes JIT production feasible. 
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3.3.3 MNC C’S SCI  
Figure 3.7 showcases the inter-organizational processes for joint production planning at 
MNC C. In dealer dimension, dealers submit the annual sales plan for the next year 
(Japanese fiscal year) in February or March. Then, MNC C and dealers review the 
results and adjust plan after 6 months. Monthly, dealers send their official orders for 
next month. In maker dimension, MNC C fixes N-month volumes by full specifications 
(model, type, colour) around 10th day of month N-3 before receiving orders from 
dealers. Then, they have the meetings of production plan to review every two weeks. 
The review is based on the communication among Dealers, Sales and Production team. 
Daily production schedule is fixed in month N-1. In supplier dimension, MNC C does 
not integrate with domestic suppliers, but mostly depends on import parts.  
In Figure 3.7, the dashed line demonstrates the lead-time gap between actual 
orders from dealers and the date that MNC C fixes their production plan. Specifically, 
in dealer dimension, LLS is 20 days for LSP of 30-day production volume by full 
specifications. In maker dimension, LLS is 80 days for LSP of 30-day production 
volume by full specifications. Since production planning at maker is not based on orders 
but on forecast, MNC C is using MTS method. 
 
Figure 3.7: MNC C’s SCI 
 
 
Source: Compiled by the author based on research investigation in 2017 and 2018 
 
Regarding supply chain integration strategy, MNC C revealed that their market 
share is too small (nearly 1%) to invest in in-house production of parts or integration 
with domestic suppliers for just-in-time (JIT) production. MNC C has to import almost 
main parts. Lead time for input purchasing is long, nearly 3 months on average. Thus, 
they have to fix production plan before receiving orders from dealers. Basically, 
production volumes of motorcycle-model decided in N-3 month cannot be changed. 
However, production sequence can be reviewed depending on lead time of 
transportation and negotiation with overseas suppliers. With this method, the safety 
stock for finished products is 2-3 days, while for domestic parts is 1-2 days, for import 
parts is 1-2 weeks (more than 80% of part purchasing). Since the assembly lead time is 
short, they prefer to keep safety stock in forms of parts rather than finished products.  
In interviews, MNC C told that this MTS method is suitable for production 
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accuracy to avoid high inventory, MNC C has to integrate with dealers and make 
continuous reviews of Sales plans. Thus, MNC C’s SCI strategy is to prioritize 
economies of scale, by sacrificing the flexible production and inventory risk. 
3.4 DISCUSSION AND IMPLICATION  
3.4.1 SUMMARY OF FACT FINDINGS 
Table 3.1 summarizes the key data of each MNCs’ SCI pattern. MNC A and B have big 
demand volume to pursue MTO method with dealer and supplier integration. 
Meanwhile, MNC C has too small demand volume to integrate with suppliers. Thus, 
they have to choose MTS method.  
 
Table 3.1 Comparison between SCI patterns (Unit: day) 
SCI 
A B C 
LLS LSP Level LLS LSP Level LLS LSP Level 
Dealer 25; 15 30 full spec 15 15 full spec 20 30 full spec 
MNC 22 30 type 15 15 type 80 30 full spec 





code 15 15 
part 
code 
No supplier integration 
7 7 
daily 
delivery 7 7 
daily 
delivery 




Product: hourly 7 2-3 




3 3 NA 
 
Source: The author 
 
Regarding the inventory of the whole SC, Table 3.1 showcases that stock of 
parts is alike in MNC A and B (0 at MNCs and 3-day safety stock at suppliers). 
Whereas, MNC C is holding the most stock of 7 to 14-day import parts, which take 
more than 80% of their purchasing volume (Table 3.1). This confirms that MTO method 
is more efficient than MTS method to reduce inventory in production process.  
For inventory of finished motorcycles waiting for distribution, MNC B suffered 
high inventory costs in 2017 when they tried MTS method and levelled the same 
production volume every month. This failure made them to return to MTO method in 
2018. This demonstrates that SCI with MTO method is more effective to reduce 
inventory of finished products under high uncertainty.  
Regarding the trade-offs between production efficiency and flexibility, MNC B 
chooses the most flexible production which sacrifices production efficiency to some 
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extent. This is because MNC B is facing big demand volatility and low forecast 
accuracy. To improve forecast accuracy, they select the shortest LLS and LSP (Table 
3.1). Besides, MNC B adjusts the delivery quantity so as to minimize the inventory in 
distribution to avoid sudden price reduction. Thus, they have to hold the safety stock of 
finished products (7 days) in case market demands exceed their forecast.  
Differently, MNC A decides to pursue production efficiency and maintain 
reasonable flexibility, which is reflected via the medium LLS and LSP (Table 3.1). 
Furthermore, different from other MNCs, MNC A decide the allocation of products 
based on dealers’ sales and production capacity. By adjusting dealers’ sales plan prior to 
setting up production plan, MNC A becomes more active to exploit the production 
efficiency. Because their forecast accuracy is high, their allocation does not lead to high 
inventory at dealers. MNC A limits the safety stocks to hourly basis.  
Meanwhile, due to small demand volume and long procurement lead time, MNC 
C has no choice but to select the production efficiency with the largest LLS and LSP. 
MNC C is holding around 2 to 3 days of safety stocks of finished products (Table 3.1). 
Because they are keeping safety stock of import parts around 7-14 days, they can easily 
assemble when market demands exceed their forecast. 
In sum, demand volume and procurement lead time strongly affect the selection 
between MTO and MTS method. MTO method with dealer and supplier integration 
helps to build the flexibility to market changes. Flexibility competence is effective and 
efficient to avoid high inventory throughout the whole supply chain. However, there are 
still trade-offs between production efficiency and flexibility in MTO method. To select 
the former or the later depends greatly on the forecast accuracy of each firm. 
3.4.2 WHY DO MNCS SELECT A SPECIFIC SCI STRATEGY?  
The fundamental trade-offs in the supply chain are efficiency and flexibility. In 
choosing manufacturing strategies (MTO, MTS), the specific trade-off lies between 
inventory costs, economies of scale and the lead time. MTS is easy to pursue economies 
of scale and lead time, but inventory is likely to increase (Figure 3.1). MTO can reduce 
inventory, but lead time tends to be long, and opportunities for maximizing economies 
of scale are less (Figure 3.1). 
It is worth noting that the SCI strategies selection may differ among industries 
depending on industrial technology, logistics condition (Okamoto, 2003), competitive 
priority, e.g. the order winner is price or delivery speed (Olhager, 2003). Besides, learnt 
from the Japanese automobile industry, we think the structural constraints of lead time 
in a supply chain should be considered.  
Structural constraint refers that core firms should select manufacturing strategies 
(MTO or MTS) based on considering the required lead time in dealer and supplier 
dimension. In downstream, if dealers sell based on stock, end customers can receive 
products immediately. If dealers just pass customers’ orders to makers, then delivery 
lead time depends on the combined lead time in maker and supplier dimension. In 
upstream, suppliers can choose the MTS or MTO methods. If suppliers use MTO, the 
delivery lead time will be very long if core firms also use MTO. In this case, to reduce 
lead time, core firms have to reduce LLS and LSP by integrating with suppliers for JIT 
production. For example, in domestic Japan, due to the catalog sales custom, auto 
makers have applied the complicated manufacturing strategies and tried to reduce LLS 
and LSP as much as possible (Asanuma, 1994; Tomino, 2009). Nissan and Mitsubishi 
even combine forecast-based weekly production and customer order-based production 
for daily change (Tomino, 2009). In this sense, dealers’ sales custom and procurement 
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lead times affect the delivery lead time to end customers. Thus, core firms must 
consider dealers’ forecasts and sales custom, at the same time reduce lead times in parts 
procurement. In consideration of both, makers choose their own manufacturing 
strategies (MTO or MTS), and further embody the SC organization by LLS and LSP.    
In Vietnam’s motorcycle industry, the structural constraints are that dealers are 
selling based on stock, and suppliers are applying MTO. Besides, the industrial 
technology, logistics are similar among firms in the same industry. Under these 
conditions, Table 3.2 explains theoretically why MNCs in Vietnam’s motorcycle 
industry select different SCI strategies. 
 





accuracy SCI strategies  Case 
Too small   P/D >1 -  MTS at core firm MNC C 
Big 
enough  P/D≦ 1 High  
MTO with large 
LLS, LSP MNC A 
Big 
enough  P/D≦ 1 Low  
MTO with small 
LLS, LSP MNC B 
Note:  
LLSS, LLSM, LLSD are LLS at suppliers, makers, and dealers respectively.  
P: The production lead time in a supply chain (LLS+LSP, where LLS is the 
combination of LLSM and LLSs)   
D: The required delivery lead time at dealer dimension (LLS+LSP) 
Source: The author  
 
Based on fact findings, there are three major constraints which affect the 
selection of SCI strategies: demand volume, the production to required delivery lead 
time ratio (P/D ratio), and forecast accuracy (Table 3.2). Production lead time in a 
supply chain (P) is the combined lead time of makers and suppliers (Table 3.2). 
Required delivery lead time (D) is set by the market. Under these constraints, 
optimization should be attempted so as to minimize inventory risk and maximize the 
economies of scales while meeting required delivery lead time.  
If demand volume is too small, it is difficult to ask suppliers to invest in 
responsive production lines. Hence, makers with too small demand volume suffer the 
long lead time of procurement, and even longer in case of import. This leads to a very 
long production lead time (P) in a SC, thus P/D>1 (Table 3.2). To meet the delivery lead 
time required by dealers, core firms need to make early decision for production planning 
before receiving orders. Therefore, makers have no choice but to select MTS method. In 
this case, makers have to find the way to improve forecast accuracy to avoid the high 
inventory. Since it is difficult to shorten the LLS or reduce the LSP due to long 
procurement lead time, other methods must be used to improve forecast accuracy. For 
example, the intensive communication between makers and dealers to quickly update 
demand change is an alternative.         
If demand volume is big, supplier integration and reduction in LLS and LSP is 
possible. Thanks to that, P/D≦ 1 (Table 3.2), and choosing MTO for flexibility is 
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possible. Then, the selection of LLS and LSP for production efficiency or flexibility 
depends on forecast accuracy. If forecast accuracy is high, prioritizing production 
efficiency does not lead to high inventory. Forecast accuracy is affected by demand 
volatility. A lower demand volatility coincides with the higher demand volume, and 
vice versa (Olhager, 2003). Besides, if forecast accuracy is high, core firms can also 
adjust dealers’ sales plan (i.e. deciding the allocation) prior to fixing the production plan 
so as to facilitate the production efficiency.  
If forecast accuracy is low, prioritizing production efficiency may lead to high 
inventory. On the other hand, the shorter production lead time, the shorter delivery lead 
time is. The shorter deliver lead time, the easier it is to pursue flexibility. The shorter 
LLS, the higher forecast accuracy is. Thus, in case of low forecast accuracy, core firms 
should try to reduce LLS and LSP.  
With this logic, once MTO or MTS is decided, LLS and LSP become 
performance indicators of flexibility. The selection of SCI strategy at each MNC is 
explained as follows.   
MNC A has the biggest demand volume (75.9%), and especially their supply 
capacity is lower than market demand at the time of interviews. MNC A can integrate 
with suppliers for JIT production. Thus, the production lead time in the supply chain is 
shorter than the required delivery lead time (P/D<1, the dashed line in Figure 3.5). 
Forecast accuracy of MNC A is high. With these conditions, MNC A can choose either 
MTO or MTS. In fact, MNC A cautiously chooses MTO method and integrate with 
dealers to closely follow the local market. However, compared to MNC B, MNC A 
prioritizes the production efficiency when they keep LLS and LSP big enough (Table 
3.1). Thanks to high forecast accuracy, they can decide the allocation of products and 
utilize the production capacity.   
MNC B has demand volume big enough for supplier integration. Thanks to that, 
the production lead time in the supply chain is approximately equal to required delivery 
lead time (P/D=1, the dashed line in Figure 3.6). Since MNC B has smaller demand 
volume, and in a position to follow MNC A, they face more demand volatility and 
lower forecast accuracy. Thus, MNC B chooses MTO method. To improve forecast 
accuracy, they keep shorter LLS and smaller LSP. Besides, MNC B also adjusts the 
delivery quantity to minimize the inventories at dealers. The smallest LLS and LSP 
combined with the adjustment of delivery after production can help to improve forecast 
accuracy at both makers and dealers for the next planning, thus to avoid high inventory. 
MNC B carefully keeps safety stock of finished products to some extent in case demand 
suddenly increases.  
The case of MNC B is the obvious example of the tradeoffs between production 
efficiency and flexibility. If choosing flexibility, they can avoid high inventory, but face 
less production efficiency, and the swing in production and labor needs. If choosing 
MTS and levelling monthly production, they can gain production efficiency, but face 
inventory risk. The actual failure of the later choice was out-of-control inventory in 
2017. Thus, they had to come back to the current SCI pattern with the shortest LLS, 
LSP in 2018. In this way, MNC B uses SCI strategy to build their competitiveness of 
flexibility and maintain the production of diverse product types and compete with MNC 
A. 
MNC C has the smallest market share (nearly 1%), which is not enough for in-
house investment and supplier integration. They suffer the long procurement lead time 
due to imports. Thus, production lead time in the supply chain is very long (P/D>1, the 
dashed line in Figure 3.7). To meet the required delivery lead time, they have no choice, 
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but to choose MTS method. Besides, due to long procurement lead time, it is difficult to 
reduce LLS and LSP to improve forecast accuracy. In this case, they have to integrate 
and frequently communicate with dealers to keep abreast of market trends.  
3.4.3 IMPLICATIONS AND CONCLUSION 
Any firm has to align their operations to the market requirements or end customers’ 
behaviors to compete successfully (Olhager, 2010). In the supply chain, there are three 
functions including marketing (dealer dimension), production (maker dimension) and 
procurement (supplier dimension). Marketing is linked to end customers. To closely 
follow the market changes and overcome uncertainties, the core firms need to integrate 
information with marketing and procurement function to respond to market 
requirements. Thanks to that, flow of delivery of physical goods is conducted quickly at 
low cost. However, there is inherently the trade-offs between production efficiency 
(economies of scale) and flexibility (inventory reduction) in choosing SCI strategies.  
This chapter provided a model for theoretically explaining the difference 
between MNC A, B, and C in the Vietnamese motorcycle industry. Specifically, 
demand volume, the production to required delivery lead time ratio (P/D ratio), and 
forecast accuracy are the main constraints. Production lead time in a supply chain (P) is 
the combined lead time of makers and suppliers. Required delivery lead time (D) is set 
by the market. The P/D ratio and the magnitude of demand volatility determine whether 
firms can only choose MTS, or they can select either MTS or MTO. After choosing 
between MTS and MTO, LLS and LSP are indicators of flexibility because shortening 
LLS and LSP can shorten production lead time in the supply chain (P), and improve 
forecast accuracy. Core firms should choose suitable manufacturing strategies (MTO, 
MTS), LLS, and LSP so as to minimize inventory risk and maximize the opportunities 
for economies of scales while meeting required delivery lead time.  
 There are important implications from this study. Firstly, it pointed out that LLS 
and LSP indexes are the core of the trade-offs between production efficiency and 
flexibility, and should be considered after deciding MTO or MTS method. It extends the 
works of Olhager (2003, 2010) for a supply chain. Secondly, there is a link between 
manufacturing strategies (MTO, MTS) and supply chain integration. Specifically, it 
explained why MTO firms often need supplier integration, while MTS firms need to 
focus on dealer integration. This is in line with van Donk and van Doorne (2016). 
Thirdly, there is a relationship between SCI pattern and inventory. Integration with both 
dealers and suppliers may create more flexibility by reduction in LLS and LSP, which 
results in less inventory risk than dealer integration alone. This is in line with previous 
studies (Asanuma, 1994; Flynn et al., 2010; Frohlich and Westbrook, 2001; Kobayashi 
et al., 2017; Okamoto, 2003; Tomino, 2009).  
Besides, this chapter makes contributions to solving the limitations of extant 
theories. First, data from suppliers, makers and dealers in the same supply chains were 
collected, which helps to reduce the limitation of previous studies. Second, it provided 
the insights into MNCs’ SCI in a developing country. Thus, it contributes to SCI and IB 
studies. Third, it extended the mapping technique and analytical framework developed 
in previous literature into three dimensions. Therefore, it provides the clear framework 
so that it is feasible for future research to replicate the study in other industries or in 
other countries.  
As limitations, this study only focused on Vietnam’s motorcycle industry. 
Therefore, our model is limited to apply for other industries or other countries. Future 
studies are encouraged to replicate the research in different industries or different 
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countries by using the same framework. By doing so, we can compare the common and 
the differences between industries and countries.  
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4 Transaction governance in 
distribution networks  
 
This study examines transaction governance within MNCs’ distribution 
networks in Vietnam’s motorcycle industry. We found that issues associated 
with the local context, such as counterfeit problems and the existence of 
unauthorized sub-dealers, affect transaction governance. Under these issues, 
contractual governance, coercive power, and mitigating methods are common in 
the MNC-dealer relationship. Specifically, strict monitoring and coercion, based 
on contract stipulations, maintain product and service quality and ensure brand 
protection. Mitigating methods, including improvement of brand power, 
relationship-specific investments, and communication, are used to balance 
power asymmetry and induce collaborations. Consequently, MNCs successfully 
train dealers on quality management in distribution, which in turn, affect dealer 
and sub-dealer transaction governance. In other words, indirect governance is 
used to strengthen quality management in unofficial channels that MNCs cannot 
control. Despite this success, false reporting and dissatisfaction of some dealers 
implies that there are trade-offs inherent in these governance methods. Adjusting 
the intensity of use of each governance method to balance the trade-offs is 
important. For MNCs that are the target of counterfeiting, it is necessary to 
consider increasing rewards in ranking systems, investments, and 
communication when using strict channel management. This study furthers the 
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understanding of transaction governance in MNCs’ distribution networks in a 
developing country. 
  
4.1 INTRODUCTION  
 
A distribution channel, also known as a marketing channel, is one of the determinant 
factors of the firm’s success. It is often complex and includes a network of firms with 
different or conflicting interests (Weitz and Wang, 2004). An effective channel achieves 
inter-firm collaborations to create more value, satisfy customers, and minimize 
transaction costs. The productive relationship does not simply emerge on its own, but it 
results from relationship governance arrangements (Wathne et al., 2018). To date, there 
have been numerous studies and contributions in transaction governance in marketing 
channels (Heide, 1994; Goodman and Dion, 2001; Grewal et al., 2018; Morgan and 
Hunt, 1994; Wathne and Heide, 2004; Weitz and Jap, 1995). However, the real-world 
marketplace never stops changing, and the issues in transaction governance remain. 
First, there is limited research on transaction governance in the distribution 
networks of multinational companies (MNCs) in developing countries. MNCs make 
large contributions to the economies of developing countries (Dunning and Lundan, 
2008). However, their lack of local market knowledge is a disadvantage, and they must 
build distribution networks, develop collaborative relationships, and gradually learn 
from local distributors. Unfortunately, cultural distance poses even more challenges to 
the inherently complex channel relationships. Insights into how channel relationships 
operate between firms from different countries are of significance, yet remain scant 
(Frazier et al., 1989). Especially, “empirical research on channels in developing 
countries is needed” (Frazier et al., 1989, pp. 66). Second, most studies focus only on 
the transaction governance between makers and authorized distributors. However, the 
transactions are practically more complex and involve many channel tiers including 
unauthorized traders.  
Recognizing these gaps, our research highlights multiple case studies of 
Vietnam’s motorcycle industry with a network perspective to answer two questions: 
What are the local contexts affecting transaction governance in distribution networks of 
MNCs in a developing country? How does transaction governance between different 
tiers respond to local contexts? 
The next section discusses relevant studies on channel governance, which guide 
our investigation and analysis. The method and data collection are then discussed, 
followed by the analysis of the data collected, and the presentation of the main findings. 
Finally, we conclude with the implications of our findings and suggestions for future 
research. 
4.2 LITERATURE REVIEW  
4.2.1 CHANNEL GOVERNANCE WITH ACHIEVING COLLABORATIONS 
 
Resource dependence theory (RDT) argues that in inter-firm relationships, the firms that 
control the resources induce more dependence from channel counterparts and have more 
power (Pfeffer and Salancik, 1978). Power, here, is defined as the ability to influence 
decisions of other partners in a supply chain (Goodman and Dion, 2001, pp.290-291; 
Zhao et al., 2008, pp.369-370). In reality, power asymmetry is pervasive, and firms 
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often use different power sources to affect the relationship and pre-empt an advantage 
(French and Raven, 1959; Cowan et al., 2015). However, many studies indicate that 
power asymmetry and power abuse generate dissatisfaction, lower trust, and hinder 
collaborations from channel partners (Hunt and Nevin, 1974; Kahkonen, 2014; Kumar 
et al., 1995). As today’s competition is among networks and not among individual firms, 
research on the mechanisms to mitigate power asymmetry and reduce opportunistic 
behavior between network members have received more attention.  
Particularly, mutual investment in transaction-specific assets as a hostage is 
often discussed. As suggested by resource dependence theory, when firms bind 
themselves to a relationship by making idiosyncratic investments or some special 
contract terms, they might face power abuse and expropriation hazard. Afraid of this 
risk, dependent firms may decide not to cooperate, and no transaction is established. To 
promote collaborations in maker-supplier relationships, core firms should provide 
reciprocal transaction-specific investments as hostages (Williamson, 1983) or incentives 
of transferring relation-specific skills, which help upgrade suppliers’ technological 
capability (Asanuma, 1989). Similarly, in marketing channels, core firms’ incentives 
and transaction-specific investments are also believed to balance dependence and 
“discourage opportunism, as each side loses if the relationship ends” (Anderson and 
Coughlan, 2002, pp.238). Those hostages may include “quality assistance in the areas of 
equipment, site location, national advertising, on-the-job training, and local advertising” 
(Hunt and Nevin, 1974, pp.192). 
Another way to increase channel partners’ commitments and continuity is to 
provide them with more benefits. Cowan et al. (2015) argued that despite knowing the 
power asymmetry, dependent firms might enter into the relationship if they expect great 
benefits; they accept highly coercive behaviors and remain in the relationship “as long 
as the benefits received are satisfactory” (Cowan et al., 2015, pp. 146). Firms of lower 
power position try to change the relationship by increasing the core firm’s dependence 
on them, by attaching customers to themselves rather than to the core firm (Heide and 
John, 1988).    
Additionally, norms are believed to encourage collaborations from channel 
partners. In this stream, researchers argue that inter-firm relationships are like 
interpersonal relationships. Norms are the expectations of reciprocal behaviors growing 
up during long-term transactions. Dealers’ integrity is important to makers, whereas 
makers’ benevolence is important to dealers (Minerbo et al., 2018). These norms are 
believed to build greater trust (Heide, 1994; Morgan and Hunt, 1994). Trust is 
considered as an intangible transaction-specific asset that can reduce opportunistic 
behaviors and enhance cooperation (Cao and Lumineau, 2015). 
As many successful firms use coercive power and still gain collaborations, we 
argue that firms often use multiple governance methods to effectively accomplish 
mutual goals. To date, there are various studies examining two governance methods, 
namely contract and asset specificity (Williamson, 1979, 1983) and coercive power and 
norms (Cuevas et al., 2015). However, empirical studies examining the use of multiple 
governance methods, such as contract, coercion, and mitigating methods, especially in a 
network perspective, are still sparse (Anderson and Coughlan, 2002).   
Considering that the distribution network is complex and constitutes many tiers, 
research on connections between relationships at different levels is essential, but has yet 
to receive sufficient attention. At a vertical relationship, extant literature highlights that 
higher governance in the upstream (maker-supplier) may increase the ability to adapt to 
uncertainty in the downstream (maker-dealer) (Wathne and Heide, 2004). At a 
horizontal relationship, close relations between dealers inversely related to the strict 
enforcement of contracts as makers tend to avoid backlash from dealer networks. 
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Furthermore, makers can exercise indirect governance by taking a severe enforcement 
response with a central dealer to send strong signals to other dealers about the 
importance of fulfilling critical obligations (Antia and Frazier, 2001, pp.70). However, 
research on the connection between maker-authorized dealer relationship and dealer-
unauthorized trader relationship is scant. This research is significant as the existence of 
unauthorized traders is always the issue in channel governance (Anderson and 
Coughlan, 2002, pp.235).  
Previous studies discussed three governance solutions to the existence of 
unauthorized channels including, terminating the relationships with dealers that resell; 
abandoning all resale restrictions; or tolerating the resale by authorized dealers 
passively, which are pervasive in reality (Bergen et al. 1998). However, since makers 
and unauthorized traders are exchanging goods with dealers, we argue that makers can 
partly affect behaviors in unofficial channels by managing their dealers. So far, there 
have been no studies examining the indirect governance between makers and 
unauthorized traders.  
This research examines these theoretical gaps by analysing cases in Vietnam’s 
motorcycle industry. 
4.2.2  ANALYTICAL FRAMEWORK 
 
We firstly investigate channel structure and local contexts, which affect relationship 
(Cowan et al., 2015, pp.146) and transaction governance (Cao and Lumineau, 2015 
pp.31). We proceed to examine governance types in response to local contexts, 
including contract designs (i.e. terms, incentives, and monitoring), the use of power and 
mitigating methods for power asymmetry (Anderson and Coughlan, 2002). Lastly, we 
evaluate the results of these practices and the connections between relationships at 
different levels in distribution networks. 
4.3 TRANSACTION GOVERNANCE: ISSUES, GOVERNANCE 
METHODS, TRADE-OFFS 
4.3.1 MAJOR ISSUES AFFECTING TRANSACTION GOVERNANCE 
 
Two main issues influencing transaction governance in the MNCs’ distribution networks 
were identified through the interviews: counterfeit goods and existence of sub-dealers. 
Vietnam has suffered from the spread of counterfeit motorcycles from China in 
the form of completely knocked-down kits and spare parts since 2000 (Mishima, 2010; 
Fujita, 2013). Since then, the existence of counterfeit goods has the potential to destroy 
the reputation of MNCs. A’s products are especially the target of counterfeiting due to 
the brand’s popularity. Meanwhile, motorcycles are considered as valuable assets in 
Vietnam, which can be resold to generate money in case of financial emergencies. As 
people normally associate brand reputation with quality and durability, it is important to 
protect brand image from low-quality fake products. As a response, MNCs are more 
likely to control their distribution channels by strict monitoring and coercion.  
The second issue is the existence of unauthorized sub-dealers, intervening in 
MNCs’ distribution system. Figure 4.1 shows that all MNCs are using an exclusive 
dealer channel. Besides, MNC B has additional retail stores for expansion and quick 
network upgrades to compete with A. Obviously, MNCs would prefer supplying the 
whole package from sales to aftersales services through a single-tier channel serving 
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only one brand. This helps them effectively implement their distribution strategies, such 
as actively protecting brands from counterfeit products, augmenting competitiveness via 
quality of services, and conducting sales promotion without worries of free-riders. 
However, beyond MNCs’ intent, dealers sell wholesale to sub-dealers. The existence of 
unofficial channel coupled with dealers’ wholesale behaviors distort MNCs’ distribution 
scheme, dividing transaction governance into two levels: between maker and dealers, 
and dealer and sub-dealers. 
 





Note:               MNCs’ official channels.                   unofficial channels 
 
Source: Author’s interviews, 2015-2016. 
 
Unlike exclusive dealers selling for one brand, sub-dealers are unauthorized 
traders buying multi-brand motorcycles from authorized dealers and import companies 
to resell. They provide services that authorized dealers are unable to do under the 
control of MNCs, such as offering an assortment of various brands, motorcycle 
modifications for local tastes, and trade-ins of used motorcycles. There are two kinds of 
sub-dealers: independent and dependent sub-dealers (owned by dealers themselves). 
Independent sub-dealers emerged from the real demand in rural and remote areas, where 
market scale is not large enough for an exclusive dealer and where candidates qualified 
for authorized dealership are lacking. Therefore, the merit of sub-dealer’s existence is to 
expand markets for MNCs in the rural and remote areas in Vietnam. Meanwhile, 
dependent sub-dealers emerged from the demand to expand network and dominate the 
local market of big dealers who have contracts with many makers.  
 




Note: S1, S2, S3: Sub-dealers                U: Urban                 R: Rural 
*C’s and D’s dealerships in Da Nang belong to the same company and this data shows 
their combined sales. According to one staff in C’s shop, they usually sell less than ten 
units per month. 






Name A3 B2 D1 E1 S1 A6 B3 C2 D2 S2 A8 B4 C3 D3 S3 A9 B5
Average 
units/month 400 250 100 150 450 200 150
25-
28 50 100 250 200 200-220 400 200
Province HCM (U) Tien Giang (R)
30*
Da Nang (U) Hanoi (U)
South Central North 
Users MNCs 
Dealers: A, 
B, C, D, E Sub-dealers 
Retail stores: B only 
Chapter 4: Transaction governance in distribution networks 
Nguyen Kim Ngan - August 2020   60 
Table 4.1 presents the average units sold per month by both dealers and sub-
dealers. The average sales of sub-dealers selling multiple-brand motorcycles are not 
much lower than A’s and B’s dealers’ in the same areas. It is also worth noting that sub-
dealers are normally observed in South and Central Vietnam, irrespective of rural or 
urban. In the North, they are hardly observed in urban Hanoi, but are found in small 
cities and its rural areas. 
Figure 4.1 shows that sub-dealers have no direct relationship with makers. In 
other words, they are beyond MNCs’ control. Their aim is to profit, and their existence 
is common in the automotive industries of many countries (Shioji, 2002). However, it 
has become an issue for channel governance in Vietnam due to widespread 
counterfeiting (Domon and Yoshida, 2016). There is no guarantee that sub-dealers will 
not exchange genuine parts with fake parts, and then sell them to increase profits. 
Moreover, MNCs cannot monitor the skills of mechanics or protect customers’ rights 
with respect to aftersales services and other promotions from makers (e.g. helmet gifts). 
Observations and interviews with sub-dealers revealed that their equipment was 
extremely simple and their aftersales service was conducted carelessly compared with 
authorized dealers. Most mechanics were relatives of shop owners without official 
training certificates. Meanwhile, customers often blamed MNCs, instead of sub-dealers 
for product and service quality. Thus, the existence of sub-dealer poses risks to the 
reputations of MNCs. We then proceed to examine the transaction governance between 
MNCs and dealers, dealers and sub-dealers, and discuss the interlink between them in 
next sections. 
4.3.2 CONTRACT DESIGNS AND COERCION IN MNC-DEALER TRANSACTION 
GOVERNANCE 
 
a. Contract terms 
Due to the counterfeiting of Japanese-brand motorcycles in the past, MNCs have 
become cautious and developed strict quality management to protect customers and 
their brands using contract designs and coercive power. Contract designs include 
contracts terms, incentives, and monitoring.  
The contracts regulate exclusivity and stipulate that the dealer can only sell for 
one maker under their trademark and prohibit sale of other makers’ products and the 
exchange of used motorcycles. Contract also establishes aftersales service 
responsibility. Currently, all MNCs only accept the 3S standard for new dealership: 
sales, spare parts, and service. Thus, dealers have to invest in showroom and equipment 
for aftersales service. Payment and delivery terms ensure that products are transported 
only after payment. Consequently, dealers are in charge of inventory management 
themselves and responsible for sales targets assigned by makers in each period. In 
return, there are also concessions from makers, including price autonomy and territory 
terms. Although makers publicize the suggested retail price on their official websites, 
they cannot intervene in the price setting or other sales activities of dealers such as 
establishing sub-dealers.  
The exclusive dealer contract places makers in a higher power position as it 
binds dealers to only one maker. Figure 4.2 shows that the main income of all dealers is 
from the sale of new motorcycles and spare parts, which are only supplied by makers, 
comprising from 80.5% (D3) to 99.8% (B5) of total revenue. Hence, dealers heavily 
depend on makers. They have to comply with MNC’s strict rules, or they will receive no 
supply. 
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Source: The author’s interviews in 2015-2016. 
  
The contract terms are the basis for MNCs to exercise their power to monitor 
processes. We identified two methods that MNCs use for channel management: ranking 
systems and brand protection. These methods help influence dealers’ behaviors on 
quality management and aftersales service against the risk of trademark counterfeiting. 
 
b. Rating and ranking system 
In the rating and ranking system, product and service quality monitoring is conducted 
monthly by the field staff. If there is remarkable reduction in sales volume, dealers will 
be checked as frequently as twice to thrice a month. They are inspected for counterfeit 
motorcycles or spare parts, and suggested for improvements such as more investments 
in showrooms and equipment. If fake parts or motorcycles are found, MNCs terminate 
the dealership immediately. The rating criteria vary upon makers: C, D, and E rate and 
rank their dealers mainly based on sales performance, whereas A and B also consider 
the quality of service and how equipped showrooms are. A has the strictest management 
among the five manufacturers. Besides the monthly check by A’s field staff, there are 
also spontaneous visits by maker’s managers, disguising as customers, to discreetly 
examine all aspects from infrastructure to the manner of salespersons. Unlike other 
makers, any missing requirement by A often goes with strict punishment (negative 
scores). 
Rating and ranking systems work effectively based on the mechanism of 
rewards-punishment system. Rewards for high ranks include overseas tours for owners 
of the dealership and aftersales commission for dealers. However, if the overall business 
is consecutively poor, makers consider retrieving the trademark and stopping the 
transaction. 
 
c. Brand protection  
To deal with counterfeiting, all MNCs have common methods to influence dealers’ 
behaviors on brand protection, including annual meeting, customer information 
management, and restriction on wholesale ratio.  
There are two kinds of meetings: one for mechanics, and another for dealership 








Motorcycles Services Spare part Others
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owners. Mechanic meetings are held yearly, and whenever a new model is launched, 
whereas meetings between dealership owners and makers are held twice a year. 
However, in some difficult cases, it can be cut down to once a year, as reported by C’s 
dealers. Mechanic meetings help improve mechanics’ skills and ensure the service 
quality, whereas dealer meetings exchange information about new products, evaluate 
dealers’ performance, and orients them for the next year. These meetings greatly 
influence dealers’ behaviors on sales effort and improve awareness of service quality for 
business success.   
Additionally, customer information is collected and stored in the network to 
remind dealers and customers of regular warranty. Company hotlines and telephone 
numbers of dealers are in the warranty booklet. Normally, if customers have any 
complaints, they first contact dealers. In case dealers cannot solve the problem, 
customers call the maker’s hotline directly. According to dealers, they try their best to 
solve any complaint and prevent customer dissatisfaction and their direct contact to the 
maker’s office. Dealers do not want a bad reputation and to seem weak and incapable at 
problem solving. 
Furthermore, makers discourage dealers to sell wholesale because they are afraid 
that: (1) sub-dealers may forget to give out the warranty booklet to customers; and (2) 
original parts may be exchanged with fake parts. These harm the customers’ benefits. 
According to dealers of MNC A, the maximum rate for wholesale is about 20% of total 
sales volume. For other MNCs, dealers also confirmed the wholesale limit, but they did 
not reveal the maximum rate. Although the data collected does not reveal whether this 
limit is written in contract or not, this information shows the MNCs’ awareness of 
dealers’ resale. Based on that, we postulate that although MNCs discourage dealers to 
sell wholesale, they know that dealers are still doing so. Thus, MNCs set wholesale 
limits as a compromise to some extent. This might be because all dealers are doing the 
same for market expansion and MNCs cannot terminate all the dealerships.   
Due to the strict monitoring and coercion by MNCs, dealers are made aware of 
the consequences of violating quality management, i.e., counterfeit problems and bad 
service. Thus, contract stipulations and the use of coercive power successfully trained 
and transferred the mindset of service quality and brand protection for business 
development. Despite using coercive power and strict regulations, motorcycle MNCs 
still gain some collaborations from dealers, which is discussed next. 
4.3.3 MITIGATING METHODS TO INDUCE DEALERS’ COLLABORATIONS 
 
From interviews, the methods inducing dealers’ collaborations include MNCs’ efforts to 
improve brand power, MNC’s relationship-specific investments, and communication.  
Makers’ efforts to improve brand power was found to be the most important. 
These include product development, product differentiation, and marketing to increase 
brand reputation and gain market share. Eventually, they help create the economy of 
scale and motivate dealers to compete in retailing. Hence, improving brand reputation 
increases benefits to dealers, effectively binding them to the MNCs’ brands. From Table 
4.1, we can see the detail status of each dealer: Company A has the highest brand power 
and market share, followed by B, E, D, and C. Thus, although A has the strictest 
management and greatest power asymmetry as previously discussed, they easily find 
competent dealers and gain cooperation.  
MNCs’ relationship-specific investments are also effective in inducing 
reciprocal commitments from dealers. MNCs support more than 50% investment costs 
in brand identity such as showroom signs (all MNCs), equipment for aftersales service 
(reported only by B, C, D’s dealers), marketing supports such as student discounts, 
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coupons, and free helmets upon motorcycle purchase. MNCs also provide management 
software and trainings for mechanics and managers. Besides, there is sales-related 
support such as discounts for dealers based on order volume, aftersales commission (all 
MNCs), and support to reduce the price of long-time inventories (only in C and D). For 
example, C and D are supporting to reduce $50-$100 from the price of one motorcycle 
unit. After selling, dealers can report to makers and receive the rebate. These 
investments show that MNCs are committed to increase their dependence on dealers 
since they will be at loss if dealers leave the relationship, thus, stimulate reciprocal 
commitments from dealers. B, C, D, and E have more transaction-specific investments 
than A. This is considered to compensate for weaker brand power.  
It was also observed that communication is important for dealers to understand 
the mutual goals and for MNCs’ to show benevolence. By listening to dealers and 
implementing their suggestions for performance improvement, makers gain strong 
commitments. For instance, let us consider A8’s case. Delivery time of spare parts and 
components was reduced to 7 days in 2014 from 15 days in 2012, in response to their 
requirement. The delivery time of motorcycles has also been reduced to 3 days in 2014 
from 4 days in 2012. To achieve this improvement, A opened more mediate warehouses 
in central Vietnam. D also accepted the suggestions of dealer D1 to reduce the price of 
unpopular models to reduce long-term inventories. D and E even have direct hotlines to 
MNCs’ managers, if necessary. The greater benevolence of C, D, and E observed, is 
interpreted as compensation for their weaker brand power.  
Contract stipulations, coercion, and mitigating methods contributed to dealers’ 
awareness of the importance of service quality, brand protection, and collaborations 
with makers for their benefit in the long run. These resulted in various commitments 
from dealers, including investment in showrooms and equipment, sales efforts and 
responsibility for inventory, and information integration. Dealers also help to limit the 
demerits of sub-dealers by monitoring their product quality and aftersales service. 
 
4.3.4 TRANSACTION GOVERNANCE BETWEEN DEALERS AND SUB-DEALERS 
 
There is a question whether the existence of sub-dealers causes competition and harm 
dealers’ profits. As the five MNCs take more than 97% of the market, their authorized 
dealers are the primary distributors. Thus, sub-dealers rely heavily on exclusive dealers 
for their supply. Sub-dealers in remote and rural areas are not competitors, but they 
expand the market and support the sales growth of dealers. As large-scale sub-dealers in 
urban areas often owned by some dealers, they certainly do not harm but cooperate with 
dealers to dominate the market territory. Due to this interdependence, both dealers and 
sub-dealers confirmed their relationship as a long-term cooperation.  
Under MNCs’ strict monitoring, information integration, and training the 
mindset against counterfeiting, dealers must protect product brands, i.e. their main 
income source. Specifically, dealers monitor whether sub-dealers give warranty 
booklets to customers and exchange genuine engines with the fake ones to sell at lower 
prices. As one dealer revealed:  
“We ask our sub-dealers to report every warranty booklet’s code and customers’ 
information for every motorcycle purchase. Using this information, MNCs 
cannot possibly know that we are selling wholesale more than the number 
reporting to them. Sub-dealers sell products, and we oversee the regular 
warranty. If they are too far away, they can perform the warranty service 
themselves. Then, we transfer the payment from the MNCs to them. Hence, they 
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also have more income. If we notice any counterfeit parts or engines replaced by 
sub-dealers, we cut the supply immediately.” (A9) 
We then investigated the behavior of sub-dealers. When selling to customers, 
sub-dealers differentiate the copy motorcycles and genuine ones and clarify the 
difference in price and length of warranty. Generally, the number of copy motorcycles 
are small, mainly to let consumers compare. They said that due to their fixed location 
and investment, trusting relationships with both customers and authorized dealers are 
important. They do not risk their whole business by exchanging engines for small and 
short-term profits. Unlike the remaining fake spare parts, counterfeit motorcycles are 
gradually losing their market.  
With regard to aftersales service at sub-dealers, around 2012, mobile services for 
repair entered Vietnam’s market. A, B, and E have recently developed their own mobile 
services and even have an aftersales warranty (only A) for customers across the country, 
provided by the nearest authorized dealers. C and D are cooperating with outside 
companies to provide this service to customers. With this additional service, dealers are 
now more active in providing aftersales service to customers who purchased from sub-
dealers. Thus, dealers can both expand the market to rural regions by wholesale, and 
partly support aftersales service to customers of sub-dealers. 
4.3.5 THE TRADE-OFFS IN TRANSACTION GOVERNANCE  
 
Despite some success, MNCs cannot totally control distribution networks in the local 
market. There are two unintended consequences beyond the MNCs’ control. Firstly, 
dealers do not comply with the wholesale ratios. As one dealer revealed: 
“Because MNC A does not encourage wholesaling, dealers normally under-
report the maximum of the wholesaling rate as around 20%. However, the 
real wholesaling is higher than that, as much as 50%. In our shop, average 
sales consist of 300 units for retail and 100 units for wholesale (25%). In 
2012 and 2013, the market in Hanoi was stagnant. Since then, we had to push 
wholesaling to the rural and remote areas.” (A9)  
Secondly, some dealers are dissatisfied. When dealers were asked about power 
asymmetry, answers varied among MNCs’ networks (Table 2). A’s dealers perceive that 
the maker has absolute power over dealers. Since A has the biggest market share and it 
still tends to increase, dealers have to rely on A if they want to continue the business and 
get profit. In B’s case, the power is also greater on the side of the maker because it holds 
the second-largest market share. For C and D, their power over dealers tends to decrease 
in line with their market share. In E’s case, because it is a new player targeting a high-
class segment, their market share is still small and they depend on dealers for market 
expansion.  
Because A is also the usual target of counterfeit products, it has the strictest 
channel management and requires more investments in infrastructure and service 
improvements than any other MNC. This “strict and cold” management of A causes 
dissatisfaction in some dealers, especially dealers in rural areas with smaller sales 
volumes (Table 1), as they have to invest like the dealers in urban areas. Whenever the 
relationship with A was mentioned, most dealers rate their satisfaction as “for profit” 
only. Unlike A, most dealers of MNC B are satisfied not only with their profits but also 
with B’s cooperation. As described in the mitigating methods section, MNC B has made 
more relationship-specific investments than A. B’s dealers confirmed a willingness to 
collaborate for B’s development such as willing efforts to boost sales, improve service, 
share feedback and knowledge of local market with B. For C and D, dealers’ sales 
efforts now play a significant role in their survival. Hence, there are some compromises, 
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such as considering dealers’ comments on suggested retail pricing, aftersales 
commission, and rebates for long-term stocks (Table 2). Dealers of C, D, and E also 
confirmed satisfaction with their respective makers. 
 
Table 4.2 Negotiations and dealer’s perception of power asymmetry 
 
 
Note:   Î: No     ¡: Yes 
Source: Author’s interview, 2016/03. 
4.4 DISCUSSION AND IMPLICATIONS 
In Vietnam’s motorcycle industry, the spread of counterfeit products and the existence 
of sub-dealers are major issues affecting channel governance, wherein MNCs are the 
principal. Sub-dealers are beyond the MNCs’ control and may harm an MNC’s business 
if they exchange original engines with fake ones and fail to hand warranty booklets to 
customers. However, they also expand market share to remote and rural regions, 
potentially growing markets when urban areas reach saturation. Here, we discuss main 
theoretical implications and suggestions for future research. 
Case analysis demonstrated the effectiveness of contractual governance, 
coercive power, and mitigating methods. In exclusive channels, MNCs concentrate their 
supply through authorized dealers. In this system, sub-dealers cannot exist and develop 
without the wholesale behavior of dealers. Therefore, to solve problems in the 
distribution network, MNCs must start by regulating their dealers. Our analysis showed 
that contract designs (i.e., terms, incentives, monitoring), and coercion are effective in 
directing dealers’ behavior related to service quality. Strict quality management is the 
key to success in avoiding counterfeiting and protecting MNC’s reputation. Three 
mitigating methods, namely the MNCs’ efforts to improve brand reputation, 
relationship-specific investments, and improved communication, were found to 
productively mitigate conflicts and stimulate long-term collaboration from dealers. The 
combination of contract stipulations, coercive power, and mitigating methods influences 
dealers to have the mindset of service quality, brand protection, and collaboration with 
MNCs for business development. Thus, this chapter provides empirical evidence of the 
use of multiple governance methods and their efficacy in marketing channels. 
The first implication is about the use of multiple governance methods in 
developing countries. Under high uncertainty in the presence of counterfeiting, strict 
channel management based on contract terms, high monitoring, and coercion is 
effective in protecting customers and MNCs’ reputation. Simultaneously, to mitigate 
conflicts, the MNCs’ efforts to improve brand power, relationship-specific investments, 
and communication are important. Among them, the MNCs’ efforts to improve brand 
power is the most effective in retaining dealer relationships. When an MNC’s market 
Terms A B C D E 
Sample size 9 5 3 3 2 
Comments on 
suggested retail price 
Î Î Î ¡ Î 
Discount negotiation Î Î Î Î Î 
Rebate negotiation Î Î ¡ ¡ Î 
Commission 
negotiation 
Î Î ¡ ¡ (depends) 
Delayed payment Î Î Î Î Î 
MNC’s power 
tendency 
Increase Not change Decrease Decrease Not change 
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share and brand power is comparatively low, increasing relationship-specific 
investments, the rewards in ranking system, and communication are important to secure 
dealers’ commitment. 
The second implication is about the need for indirect governance. In developing 
countries where market expansion involves traders who are not eligible for an 
authorized dealership, MNCs have to accept the existence of unofficial channels and the 
risk of brand damage to some extent. Case analysis showed that transaction governance 
in upper tiers (makers and dealers), affects transaction governance in the lower tiers 
(dealers and sub-dealers). In other words, indirect governance was observed in this 
study. Specifically, knowing the wholesale behaviors of dealers, MNCs do not 
terminate relationships with them, but rather accept this behavior to some extent (e.g. 
20% at MNC A) due to its prevalence. MNCs transfer the quality management and 
brand protection mindset to dealers through strict monitoring and training. They raise 
dealers’ awareness on the potential problems associated with sub-dealers by setting 
wholesale ratio restriction, and checking the data of warranty booklets to ascertain that 
commitments to customers are being fully implemented. MNCs also learn from the 
market and synchronize their mobile services throughout their national distribution 
dealers. With this MNC-trained mindset, dealers themselves cautiously monitor 
counterfeit problems among their sub-dealers. They also use mobile services for repair 
and aftersales services for customers in rural areas. Quality management at tier 2 would 
inevitably more lax than at tier 1. The indirect governance observed in this chapter 
contributes to the research on transaction governance in the existence of unofficial 
channels. 
Furthermore, false wholesale reporting and the dissatisfaction of some dealers in 
MNC A’s distribution channel implies that there are trade-offs inherent in governance 
methods. Although strict channel management helps MNCs to protect their brand 
reputation from counterfeiting, it inevitably frustrates dealers and induces false 
reporting of wholesale volumes. Using strict management under brand power alone can 
retain dealers who stay for profit, but yields little affective commitments. For an MNC 
which is the target of counterfeiting, they should pay attention to the intensity levels in 
the use of each governance method and adjust them accordingly, to balance the trade-
offs between quality management and dealers’ satisfaction. For example, when using 
strict channel management under brand power, it is necessary to increase rewards in the 
ranking system, investments, and communication. MNCs need to explore initiatives to 
secure commitments from dealers to monitor sub-dealers. 
As counterfeiting and existence of sub-dealers are common in developing 
countries, the implications and insights provided in this study has the potential to 
contribute to expanding the understanding of transaction governance in marketing 
channels in similar countries. 
The main limitation of this research is the generalization for all developing 
countries, since we focused on Vietnam’s motorcycle industry. Future research should 
conduct investigations in other developing countries to confirm or refute our findings. It 
is important to further understand how channel relationships operate in different 
environments (Frazier et al., 1989). Another limitation is that this study did not 
investigate how governance structures have led to performance, which is certainly the 
next important issue. This leaves he opportunity for future quantitative research, which 
collects more data and analyzes them in line with performance indicators to explore the 
relationship between governance methods, commitment, and performance. 
After understanding the transaction governance in dealer networks, we move to 
examine the one in supplier networks.  
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5 Transaction governance in 
supplier networks 
 
This chapter examines the transaction governance within MNCs’ supplier 
networks in Vietnam’s motorcycle industry. We found out that the set of 
contracts, monitoring, and mitigating methods are effective to enhance the 
collaborations between MNCs and suppliers for SCI and improvements. 
Specifically, the basic contract is important to set future values as the motivation 
for mutual investments in QCD improvements. The following transaction 
contracts and advance notifications define the responsibility of both parties in 
transactions. Based on contractual frameworks, MNCs’ monitoring and control 
on quality and cost are conducted consistently. At the same time, mitigating 
methods, including relationship-specific investments, efforts to improve brand 
power, communication and information sharing, are effective in building trust 
and enhance collaborations. Especially, MNCs’ relationship-specific 
investments as hostages are essential to induce suppliers’ reciprocal investments 
in improvements. The consistency between transaction principles, improvement 











• How do MNCs 
conduct SCI to 
respond to local 
market?
Chapter 4 & 5








• Summary of findings and 
discuss the new way to 
assess MNCs’ 
embeddedness and their 
contributions to a 
developing country?
Chapter 5: Transaction governance in supplier networks 
Nguyen Kim Ngan - August 2020   68 
5.1 INTRODUCTION  
 
As observed in chapter 3, there are two groups using different production methods, 
including Make-to-order (MTO) focusing on flexibility to respond to demand volatility, 
and Make-to-stock (MTS) focusing on production efficiency alone. Obviously, MTO 
combined with just-in-time (JIT) production at MNC A and B requires higher levels of 
collaborations and QCD capabilities from suppliers than MTS method at MNC C 
(Chapter 3). What are the governance methods and mechanisms that promote the 
collaboration between MNC A, MNC B and their suppliers for the supply chain 
integration (SCI)? The transaction governance between firms with achieving 
collaborations is inherently difficult since they are different organizations with different 
interests, which often contradict each other. Especially, it is more challenging between 
MNCs and suppliers with various nationalities, cultures and business conventions. 
This chapter is going to analyze the governance methods and mechanisms to 
avoid opportunism and induce collaborations between MNCs A, B and their suppliers 
for SCI.   
 Next, extant literature is reviewed to have the fundamental understandings, 
define the research gaps, and set up the analytical framework. Then, the findings are 
analyzed. Finally, this chapter closes with discussion and implications. 
5.2 LITERATURE REVIEW  
5.2.1 TRANSACTION GOVERNANCE WITH ACHIEVING COLLABORATIONS  
Similar to channel governance, transaction cost economics (TCE), resource dependence 
theory (RDT) (i.e. dependence and power relationship), and social exchange theory (i.e. 
trust-commitment relationship) are the underpinning theories to explain transaction 
governance in supplier networks. This is in line with Pilbeam et al. (2012, pp. 17-18), as 
“Transaction cost economics is the most frequently used theoretical perspective to 
explain empirical studies of inter-organizational exchange in supply networks” and 
“Half of the papers do, however, draw attention either implicitly or explicitly to the 
important roles played by trust or power, or by both, in influencing the exchange 
relationships within the supply network.”  
Based on TCE and RDT, extant studies agree that the specialized technology of 
automotive makers often put suppliers in a lower power position. To transact with 
automotive makers, suppliers normally invest in transaction-specific investments such 
as site, equipment, human which are not easily redeployed for other makers (Dyer, 
1996, p.652). Seeing the great dependence and asset specificity of suppliers, that maker 
may practice power to gain favorable terms and eat up suppliers’ piece of profits. Being 
afraid of this risk, suppliers may decide not to start the transaction with automotive 
makers. In contrast, automakers also face moral hazards from suppliers. Since the maker 
cannot monitor the supplier’s daily operations, the supplier may pursue their interests, 
even when the interests of the maker are compromised. For example, suppliers may 
switch specified material to poor quality ones for more profits.  
To support the exchange for economic efficiency, contracts with specific terms 
to avoid these moral hazards should be applied. Besides, makers’ relationship-specific 
investments as hostages are also an effective way to induce suppliers’ collaboration, as 
Williamson (1983) stated that: 
“An alternative way (besides using the arbitration) by which to protect 
contracts against expropriation is to expand the contractual relation. One way 
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of accomplishing this is for buyer and seller to devise a mutual reliance 
relation (p.528)… as between two buyers, one of whom posts a hostage in 
support of specific asset investments by suppliers while the other does not, 
suppliers will offer better terms to the former, ceteris paribus. (p.537)…” 
According to social exchange theory, trust is considered as an intangible 
transaction-specific asset that can reduce opportunistic behaviors, conflicts and enhance 
collaboration in a supply chain (Brown et al., 2019). Firms’ trustworthiness is often 
evaluated through ability, benevolence, and integrity (Minerbo et al., 2018). For 
example, a supplier can prove their trustworthiness by their ability to meet makers’ 
requirements in terms of QCD (ability), by treating makers well (benevolence), and no 
data falsification of quality (integrity). Conversely, makers also need to develop trust 
and induce collaborations for innovations and improvements. To do that, Henke and 
Zhang (2010) suggested three activities including (1) involving the supplier in a maker’ 
processes, especially product development; (2) open and honest communications, and 
share information with the supplier in a timely manner; (3) assist the supplier in helping 
it improve its competitiveness, both in cost and quality.  
5.2.2 SUPPLIER RELATIONS IN JAPANESE AUTOMOTIVE INDUSTRIES 
The maker-supplier relations developed in Japanese automotive industries, which fit 
neither “market” nor “hierarchy” categories, are considered as “hybrid” transaction 
governance structure (MacDuffie and Helper, 1997; Dyer, 1996; Uzzi, 1997). So far, 
scholars have been inconsistent and sometimes confused about the terms describing the 
Japanese supplier relations. Some termed it “Keiretsu”.  
 “…affiliated suppliers (kankei kaisha) definitely fall into the keiretsu 
category, while independent suppliers (dokuritsu kaisha) do not. Kankei 
kaisha are companies like Nippondenso (a Toyota “affiliate”) in which the 
“parent firm” will usually have a minority equity position and transfer senior 
executives (yakuin) to work at the supplier on a temporary or permanent 
basis. Kankei kaisha typically sells the majority of their output to the 
affiliated customer who purchases the majority of a given part from the 
kankei kaisha. These companies clearly fit into the hybrid/alliance 
category…Independent company's relationship with an automaker more 
closely approximates a “market” relationship.” (Dyer, 1996, p.655) 
Meanwhile, others cautiously termed it as long-term bilateral transaction 
(Asanuma, 1989), including both keiretsu and independent suppliers. MacDuffie and 
Helper (1997) further provided the empirical findings that Japanese automakers applied 
their unique governance structure even to local suppliers in America, who had no 
experience with Japanese makers before. Thus, Keiretsu term cannot represent the 
nature of maker-supplier relations in Japanese automotive industries. To understand it 
deeply, we should review the Japanese business policy, benefits of long-term bilateral 
transactions, set of contracts and practices as follows.   
Empirical findings illustrated the Japanese business policy that they tend to 
select good suppliers, integrate them into their production processes, conduct joint 
problem solving and joint improvement in terms of QCD, rather than sourcing from 
markets based on price (Asanuma, 1989; Cusumano and Takeishi, 1991; Dyer, 1996; 
Helper and Henderson, 2014; MacDuffie and Helper, 1997; Mishima, 2005, 2010; 
Fujita, 2013). Although this mindset is somehow cultural or historical peculiarities of 
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the Japanese, the economic benefits from this long-term bilateral transaction are obvious 
(Asanuma, 1989; Dyer, 1996; Uzzi, 1997).  
First, Japanese makers can exploit the economies of scales and flexibility under 
uncertainty of technological changes better than hierarchy (Dyer, 1996); the external 
expertise including innovations, value analysis and value engineering, which helps to 
improve quality and reduce costs for makers (Asanuma, 1989; Dyer, 1996, p.657,658). 
Second, the long-term transaction is a necessary condition so that MNCs can invest in 
supplier development. Supplier development can incur costs in the short term, but 
critical to improve quality, cost and especially delivery for flexible production in the 
long run (MacDuffie and Helper, 1997). Furthermore, the supplier development is 
beneficial for both suppliers and makers to improve profits based on cost reduction 
(Dyer, 1996, p.659). Third, long-term relationships with suppliers induce trust, which 
facilitates information sharing, reduce transaction cost (Dyer, 1996, p.661); “economies 
of time, allocative efficiency, investment, complex adaptation, pareto improvements” 
(Uzzi, 1997, p.62). These productivity gains are not possible in arms-length oriented 
supply chains or hierarchy structure (Dyer, 1996, p.657, 658; Uzzi, 1997, p.36, 37). As 
a result, long-term bilateral transaction helps to build the competitiveness of Japanese 
supply chains.  
To conduct the supplier relation policy, the set of contracts including basic 
contracts and transaction contracts are important (Asanuma, 1989). First, the basic 
contract sets the guidelines for practices for improvements in the Japanese supply chain. 
It regulates important obligations for both sides related to quality, advanced order 
notifications and Kanban system for just-in-time (JIT) production, and especially the 
renegotiation of prices every six months (Asanuma, 1989, p.3, 4). The basic contract 
usually is one year but is automatically renewed unless one side wants to stop 
transaction (Asanuma, 1989). In this sense, the periodical renegotiation of price seems 
to be the basis for makers to pressure suppliers for continuous improvements, especially 
cost reduction. On the other hand, the automatic renewal term makes the contract length 
undefined, which provides flexibility so that both makers and suppliers can confidently 
invest in joint improvements beyond any formal contract length. The duration of 
transaction then depends on the performance of suppliers and the trustworthiness of 
makers rather than on fixed duration term. Second, transaction contracts are signed to 
decide specific terms of initial price, transaction duration for a specific part, which 
depends on the life cycle of each model (Asanuma, 1989, p.4). Normally, the average 
length of transaction contracts and duration of transaction in Japanese automotive 
supply chains are longer than those in the U.S supply chains (Cusumano and Takeishi, 
1991, p.570).  
Regarding practices in Japanese supplier relations, they can be characterized as 
the tremendous assistance to improve suppliers’ QCD capabilities beyond the contract 
period in the normal sense; frequent visits at suppliers’ sites; supports for purchasing 
raw materials for suppliers; requirements for dense communication and information 
sharing even data on cost reduction; requirements for investments in human skills and 
equipment to meet makers’ specific needs (MacDuffie and Helper, 1997; Dyer, 1996, 
p.654, 659); “producing “just-in-time” rather than holding costly inventory” (Helper 
and Henderson 2014, p.9); both maker and supplier “engage in activities such as value 
analysis and value engineering, and problem solving that not required by contracts” 
(Helper and Henderson 2014, p.9). The selection of suppliers is also different from the 
price-base selection of the U.S firms.  
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“Japanese automakers appeared to select their suppliers through competitive 
bids in the product-development stage (at which point the buyers had 
alternative sources) and then rate suppliers periodically by the value of their 
products (for example, quality and price), continuing business contacts with 
those who scored high” (Cusumano and Takeishi, 1991, p.564) 
These practices are considered as an “effective relational contract” (Helper and 
Henderson 2014, p.6), which are “informal agreements and unwritten codes of conduct 
that powerfully affect the behaviors” within and between firms (Baker et al., 2002, p. 
39). Both makers and suppliers make transaction-specific investments even when 
Japanese makers normally do not make “formal guarantees of extending their contracts 
beyond an initial 2 or 4 years” (Cusumano and Takeishi, 1991, p.564). These practices 
induce continuous improvements in terms of QCD, especially costs, which makes the 
profits in Japanese value chains (i.e. both makers and suppliers) higher than the U.S 
ones (Dyer, 1996, p.659).  
The mechanisms to induce collaborations and avoid opportunism for these 
practices include the basic contract as mentioned above; makers’ transaction-specific 
investments as hostages through various assistance; reputation and trust gained from 
repeated transactions (Dyer, 1996, p.653); relation-specific skills (Asanuma, 1989). 
Reputation mechanism is described as “if a firm exploits a trading partner it quickly 
develops a reputation for doing so” (Dyer, 1996, p.662). Japanese makers are observed 
to prove more trustworthiness than the U.S makers for “following through on promises 
and commitments” (Dyer, 1996, p.662; Helper and Henderson, 2014, p.12). Makers’ 
trustworthiness is “an important factor in determining whether or not they (suppliers) 
would insist on more detailed contracts or would be willing to make investments based 
upon oral promise.” (Dyer, 1996, p.662).  
Relation-specific skills are skills formed by learning through repeated 
transactions to “respond efficiently to the specific needs of the core firm” (Asanuma, 
1989, p.21). There are two layers including general technological capabilities (base 
layer), and skills that accumulated through learning from the specific maker (surface 
layer). The suppliers who transact with makers for a long time, can learn and gain 
higher skills. These skills help them better upgrade their QCD capabilities, and better 
respond to makers’ needs. Thanks to that, their rank is higher compared with non-
incumbents for the same kind of parts, and easy to win the next contracts. Thus, the 
improvement of QCD throughout supply chain is the impetus for the longstanding 
relationships between Japanese automakers and their selective suppliers. Furthermore, 
capability improvement also helps to build suppliers’ competitiveness so that they can 
win more contracts with other makers. In this sense, increasing investments in relation-
specific skills do not necessarily drive up the transaction costs or the fear of hold-up 
problems (Asanuma, 1989). It is worth noting that Asanuma (1994, pp.105-106) noticed 
that the “specific” term was confusing to describe the two layers in this skill. From then, 
he replaced the term by “relational skill.” Therefore, we will use the term “relational 
skill” from now on.  
 Japanese makers may face many challenges when applying these supplier 
management practices overseas. Because their practices go beyond formal contracts, it 
is difficult for “the Japanese to use American or other foreign suppliers to the same 
extent as they use Japanese suppliers, such as in subcontracting detailed design or 
managing against price increases” (Cusumano and Takeishi, 1991, p.583).  
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In developed countries, the hurdle for suppliers to start the transaction with 
Japanese automakers is the required investments in the surface layer of relational skills. 
These investments are perceived as high-cost and high-risk that exceed the content of 
formal contracts (MacDuffie and Helper, 1997). Although frequent visits at suppliers’ 
sites and the request for information sharing of cost reduction thanks to improvement 
activities are “primarily a mechanism for learning, it did allow some monitoring”, and 
“tensions over monitoring at times seemed to threaten learning” at foreign suppliers 
(MacDuffie and Helper, 199, p.143).  
In developing countries, there is not only the hurdle for suppliers, but also for 
Japanese automakers to start transaction due to the lack of basic layer of relational skills 
at suppliers (Giroud, 2007). Even in China, the biggest developing countries, suppliers 
are still evaluated as lacking of some critical capabilities including QCD improvement 
(Lockstrom et al., 2011). Another problem is that local suppliers in developing countries 
are very late to report potential problems such as “power black-outs, stock-outs, 
capacity constraints, and quality problems” (Lockstrom et al., 2011, p. 53). 
Consequently, core firms “had to spend considerable resources on supplier monitoring 
and control in order to assure performance and compliance” (Lockstrom et al., 2011, p. 
53). These challenges may drive up the transaction costs, production costs and costs for 
supplier development of Japanese automotive makers in developing countries.  
5.2.3 SUPPLIER SYSTEMS OF VIETNAM’S MOTORCYCLE INDUSTRY 
Previous studies clearly stated that Vietnam’s motorcycle industry developed thanks to 
the investments of Japanese MNCs (Mishima, 2005, 2010; Fujita, 2013). Japanese 
MNCs brought their conventional practices in procurement to Vietnam. Specifically, 
they preferred to procure locally and conducted supplier development, which helped to 
upgrade the supplier system in Vietnam (Mishima, 2005, 2010; Fujita, 2013). Because 
the closed-integral product of Japanese motorcycle industry requires close collaboration 
between makers and suppliers to improve high quality at low cost (Mishima 2005, 
2010; Fujita, 2013), suppliers’ capability is critical to makers’ competitiveness. The 
development of supplier system of Vietnamese motorcycle industry has passed three 
main stages as follows.  
In the 1990s, the market was small and supplier system was underdeveloped 
(Mishima, 2005, 2010; Fujita, 2013). The competition was based on quality and 
sophisticated models developed in Japan (Fujita, 2013). Due to demand from the 
Vietnamese government for localization, Japanese MNCs had to increase the local 
procurement by inviting Japanese suppliers to Vietnam and by transactions with 
relatively large and well-established local companies (Fujita, 2013). Even so, due to the 
small market size, there were only around ten suppliers came to Vietnam by 1998 
(Mishima, 2005). To compensate for the small market, the financial supports for 
Japanese suppliers, who agreed to risk their business with MNCs, was conducted. These 
supports were in the form of preferential prices in the first few years so that suppliers 
could gain a quick return on their investments (Fujita, 2013). For local firms lacking 
QCD capabilities required by Japanese standards, MNC A provided technical assistance 
in the form of repeated visits of experts to suppliers’ factories to provide advice and 
suggestions (Fujita, 2013). MNC A had the role of nurturing and developing their 
suppliers’ capabilities in terms of QCD (Fujita, 2013). In this sense, Japanese 
motorcycle MNCs indeed experienced the high costs for developing the base layer of 
relational skills. At this stage, due to the limited order volume as well as the 
underdeveloped supply base, developing quality capability was the primary, meanwhile 
the requirements for cost and delivery were loose (Fujita, 2013).  
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In 2000- 2004, facing sudden price-based competition, MNC A recognized both 
the opportunities of low-income markets and the risk of losing their business in 
Southeast Asian countries. To compete, MNC A produced a specific product designed 
for the Vietnamese market and was successful in winning the market back. This product 
was based on existing models in Japan with drastic reduction in specifications, which 
are not necessary in Vietnam (Mishima, 2005). To reduce price, MNC A asked their 
core Japanese suppliers to cut cost 40-50% (Fujita, 2013). They also started to search 
remarkably from local sourcing such as from numerous Taiwanese, Korean and 
Vietnamese suppliers (Fujita, 2013). With increasing market size and production scales, 
MNC A created competition pressure to all suppliers based on price regardless of 
nationality (Fujita, 2013). At this stage, MNCs put pressure on suppliers for drastic cost 
reduction while maintaining quality (Fujita, 2013).  
From 2005, with the market boom, MNC A has launched a large number of 
models to stimulate consumption and gain market shares. Thus, the complexity of the 
product and process increased. Meanwhile, a lot of capable suppliers started to invest in 
Vietnam due to market growth, as well as the capabilities of local suppliers nurtured by 
MNC A developed remarkably (Fujita, 2013). The competition in supplier networks 
increased. Based on that, MNC A practiced their purchasing power to ask continuous 
improvements for QCD from all suppliers. Specifically, incremental cost reductions and 
just-in-time delivery several times a day were required (Fujita, 2013). Simultaneously, 
their technical assistance was less than before, but still included collaborative initiatives 
for productivity improvement, performance monitoring, and joint problem-solving 
exercises (Fujita, 2013). In order words, motorcycle MNCs still maintain the supports 
for improving the surface layer of relational skills. At this stage, supplier systems 
developed to the new threshold, meeting high requirements from makers not only from 
quality, cost but also tight delivery deadlines for complex just-in-time production 
process (Fujita, 2013). 
 
Table 5.1 Local outsourcing at MNC A 
 1998 2001 2004 2007 
Local content 
ratio 
44% 52% 83% 90% 
Total number 
of suppliers in 
VN 
16 20 43 58 
 
Source: Fujita 2013, pp.91 
 
In sum, the long-term transactions and supports from Japanese MNCs help to 
develop the supplier system for Vietnamese motorcycle industry in terms of QCD over 
time (Mishima, 2005, 2010; Fujita, 2013). Specifically, the localization ratio increases 
from 44% in 1998 to more than 90% in MNC A (Table 5.1). Local suppliers transacting 
with MNC A also developed their capabilities in terms of QCD, changing from 
operational level (starting at routine operation for the domestic market) to assimilative 
level (able to maintain stable and continuous operations that fulfill the requirements of 
foreign customers) and adaptive level (able to make minor yet original improvement to 
the existing products or production activities) (Fujita, 2013). In the matured stage of 
internationalization, numerous suppliers from various nationalities who have transaction 
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experience with MNCs were present in Vietnam. This adds more competition pressures 
on suppliers for improvements, and “the procurement structure of Japanese producers 
shifted partly toward a more open type” (Mishima, 2005, p.16). On the other hand, the 
rapid market growth also leads to the MNCs’ increasing power. The tremendous 
financial and technical assistance in the beginning days gradually decreased (Fujita, 
2013). Consequently, competition-led improvement has helped MNCs to reduce the 
production costs and built their competitiveness gradually. 
 
5.2.4 RESEARCH GAPS AND ANALYTICAL FRAMEWORK  
So far, scholars have contributed tremendous insights into the Japanese transaction 
governance in developed countries such as America (MacDuffie and Helper, 1997; 
Dyer, 1996; Helper and Henderson, 2014). These kinds of studies should be expanded 
to the context of developing countries, where lacking qualified suppliers and different 
business conventions. Although Fujita (2013) provided insights into the knowledge 
transfer in the Japanese value chain and the development of local suppliers, the 
transaction governance was not her focus. In her studies, the relationship between “a 
generous of provider of assistance” and “supplier commitments” were mentioned in 
limited way. Thus, we still know very little about the governance methods and 
mechanisms to induce collaborations for improvements in Japanese supply chains in 
developing countries. 
To fulfill the research gaps, this chapter will analyze the governance methods 
and mechanisms to avoid opportunism and induce collaborations between MNCs A, B 
and their suppliers for SCI and the improvement of QCD throughout supply chains.  
Learned from previous studies and to be consistent with chapter 4, the analytical 
framework for the study is as follows. Firstly, contract design and monitoring in MNC- 
supplier relation is examined. Secondly, mitigating mechanisms to induce supplier 
collaborations are analyzed. Thirdly, outcomes including suppliers’ commitments for 
QCD improvements and supplier development are evaluated. Based on that we discuss 
and make implications. 
In this chapter, the data collected from MNC A, B and their tier 1 suppliers in 
2017 and 2018 were used for analysis. Names of interviewees are codified as the 
acronym of their nationality and were numbered by the interview order (see Appendix 1 
for more detail).  
 
5.3 TRANSACTION GOVERNANCE IN SUPPLIER NETWORKS 
5.3.1 CONTRACT DESIGN AND MONITORING  
a. Contract designs 
According to interviews, there are two types of contracts including the basic contract 
and transaction contracts between MNC A and B and their tier 1 suppliers. Basic 
contract or supplier contract is signed when an MNC agrees to have business relations 
with a supplier. This contract regulates general obligations that both sides should 
comply with. Specifically, suppliers are responsible for the quality of their parts during 
the product life whenever any problem occurs (JP4). It “regulates how to buy-sell, 
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periodic renegotiation of price, confidentiality, and termination” (T1). Its duration is 
usually one year and automatically renewed unless either party wants to stop the 
transaction. The terms of periodic renegotiation of price and undefined contract length 
are in line with the Japanese transaction principle: only continue placing orders to the 
suppliers who can make improvements to meet their requirements. The undefined 
contract length provides the framework for both makers and suppliers to invest in joint 
improvements as well as engage in joint problem solving beyond the length of normal 
contracts. In this sense, the transaction relationship lasts as long as suppliers prove their 
improvements and makers prove trustworthiness. Thus, Japanese automotive makers are 
applying their conventional contractual frameworks in Vietnam. 
The transaction contract is signed when a maker chooses a supplier to produce 
parts for a specific motorcycle model. This contract shows an agreement that a maker 
pays for jig and molds purchase to produce parts for their specific motorcycle model. 
There are two patterns: (1) suppliers produce jig and molds by themselves and get paid 
by MNCs; (2) MNCs send jig and molds to suppliers for producing parts (JP1). This 
contract is signed every time new models or versions are made by a maker. Thus, the 
duration is according to a cycle life of a motorcycle model. When the transaction 
contract and life cycle of a model come to an end, the selection of suppliers for the new 
contract is open and fair for every supplier based on QCD capability.  
These contracts also determine that periodical schedule or advance notifications 
should be regarded as contracts once the supplier agrees with the schedule. Thus, they 
provide the framework for joint production planning and the subsequent purchase orders 
(PO). As mentioned in chapter 3, MNC A has to fix and send one-month production 
planning about 22 days in advance. MNC B has to fix and send two-week production 
planning around 15 days in advance. The contract of advance notification is important 
to define the responsibility between the two parties.  
Due to the frequent quantity adjustment according to demand volatility, there is 
a certain fluctuation rate that are accepted by suppliers.  
“Normally, fluctuation increases 10% from the first forecast at the beginning to 
the end of year. However, changes are conducted little by little, not suddenly. 
There are normally 23 times of changes a year. Based on updated orders from 
dealers, we adjust the forecast and update the production planning frequently to 
suppliers.” (MNC A #2) 
This rate (10%) shows the burden for the responsiveness to demand volatility. In 
other words, suppliers are sharing inventory risks with MNCs. As analyzed in chapter 3, 
the merits of sales growth and less inventory thanks to the market responsiveness is 
worth the collaboration for sharing inventory risks with MNCs. Furthermore, meeting 
MNCs’ requirement creates the trust in the long run. In case a maker stops producing 
the models of which forecast or schedule is already sent, and causes high inventory at a 
supplier, a maker has to make compensation.  
“Depending on contract terms agreed by both sides, if we order but cancel 
without the agreed and acceptable reasons, we have to make compensations. 
Each side has to keep responsibility. Suppliers have the right to refuse the 
orders if they are not suitable in terms of price, or when volume exceeds their 
production capacity. The often reason is that the real order is much higher than 
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advance notification or suppliers’ production capacity. If we want to make 
some changes in the production plan, we need approval from suppliers.” (MNC 
A #2) 
Regarding the involvement of suppliers in the development stage, we found out 
that there is no co-development between MNCs and suppliers in Vietnam. All MNCs 
and suppliers confirmed that Vietnamese subsidiaries only collaborate for market 
research and make suggestions on improvements of products.  
“R&D department in Thailand and Japan will research the product. We 
(subsidiary in Vietnam) give comments on the design, models, and 
improvements according to real conditions in Vietnam. We report the problems 
or inferiors in the past. For example, many muddy roads lead to the need for a 
certain length of fenders. Besides, we made comments on improvements for 
engines and parts, which are often submerged in flooding roads during heavily 
rainy days in Ho Chi Minh and Hanoi cities. R&D Thailand and Japan will 
evaluate these ideas and make decisions. Then, they discuss with suppliers 
mainly in Japan to fix and create the blueprints. If there are some developments 
of parts, the parent supplier companies in Japan will make it, transfer to their 
subsidiaries in Vietnam. Suppliers in Vietnam have no R&D function, only 
production.” (MNC A #2)  
In sum, the sets of contracts regulate suppliers’ responsibility for quality and 
cost improvement, as well as makers’ responsibility for production planning, and the 
payment for jig and molds. They provide the guideline for transactions, collaborations 
for SCI and QCD improvements. Next, we examine MNCs’ monitoring through rating 
and ranking systems, as well as their control on quality and cost.  
 
b. Rating and ranking systems for QCD improvement 
 
MNC A and B are using open strategies for selecting suppliers. This means that new 
entry for basic contracts is open for any candidates who can provide good offers.  
 “The principle for selecting suppliers is Open strategy. We open to source 
other suppliers if they can offer better deals (e.g. better quality or same quality 
at cheaper price). This is not because we want to switch suppliers in short term. 
Instead, we want to maintain long-term relationships with existing suppliers, 
but we need warnings to make our suppliers continuously improve (kaizen) 
their quality and price.” (MNC A #2)  
After selecting suppliers, MNCs practice the monitoring for improvement by 
rating and ranking system, which is based on competition mechanism. MNCs rate their 
suppliers’ capability and improvements in terms of QCD. They also ask their suppliers 
to reduce costs every year from the initial price. In this sense, the biggest pressure for 
improvement is cost reduction. Based on the rating and ranking systems, MNCs place 
orders to the suppliers who meet their requirements. Therefore, suppliers who make 
improvements are more likely to win continuous orders.   
In recent years, MNC A is practicing “two supplier policy”, which purchases 
from two suppliers for the same kind of part. MNC A is the only maker using this 
policy because they are the only one surpassing one million units, the landmark for dual 
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sourcing of each type of components (Fujita, 2013). As revealed by both MNC A and 
their suppliers, this policy has two purposes: cost and risk reduction. Thus, it adds more 
pressure for cost reduction. 
In the interviews, suppliers of MNC A confirmed the increasing competition 
pressure and that they have already lost some orders (JP2, T1, JP1). Some Japanese 
suppliers feel the increasing competition from Taiwanese firms in Vietnam, while 
others feel the competition from new Vietnamese and Japanese firms. In any case, 
suppliers confirmed that they are making efforts to reduce cost and risks of losing 
orders.  
“Based on our annual investigation on rivals, competition pressure is 
increasing. The pressure does not from import since customers want to increase 
localization rate. It is impossible for a cheaper price with the same quality from 
China. The main pressure is from Japanese and Vietnamese suppliers. In terms 
of language, it is easier communication between Japanese suppliers and 
Japanese makers’ top managers, or between Vietnamese suppliers with 
Vietnamese middle managers of MNC A. In our company, the director is Thai. 
Thus, we have disadvantages if those rivals can provide the same quality and 
price. This competition increased in 4-5 years ago (2013-2014). To respond, 
we are trying to make the most competitive price with good quality 
guaranteed.” (T1) 
Two supplier policy seems to showcase that MNC A may practice their 
purchasing power and take favorable terms of trade from suppliers. However, no 
suppliers complain about this. It can be explained in various ways. First, MNC A’s 
orders are large and take from 50%-93% of their production (up to 99% if including all 
affiliates in MNC A’s groups). As a seller position, suppliers are always aware of 
improvements to compete with the rivals and win orders from customers. Second, 
suppliers only accept orders providing desired profits. Although order volumes 
sometimes decrease, the transaction with MNC A is continuous. This partly confirms 
the purpose of “two supplier policy” at MNC A that they do not stop transactions and 
switch suppliers in short term. Third, suppliers have received a lot of supports from 
MNC A, which is analyzed later. The long-term relationship, MNCs’ supports and 
continual transactions have built trust among suppliers and MNCs. Thus, trust and 
transparent competition help to prevent the suppliers’ conflicts in the “two supplier 
policy”.  
For other MNCs, there is no dual sourcing. As mentioned, MNCs have to pay 
for jig and molds. When production volumes do not increase, transacting with many 
suppliers for the same part only increases costs. In this way, the investments in jig and 
molds or makers’ asset specificity written in the transaction contract are a governance 
method to prevent opportunistic behaviors when suppliers invested in asset specificity 
for improvements. 
Besides the pressure of price negotiation, MNCs create more incentives for 
improvements by giving certifications for excellent suppliers in the ranking system. As 
the proof for capabilities, these certifications help to build up suppliers’ reputation. In 
addition, MNCs often promote many kaizen (improvement) contests throughout their 
supplier networks so that ideas for improvement are exchanged throughout the supply 
chain.  
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“At the year-end meeting, we reward the best suppliers in terms of quality, 
good price reduction, good ideas for kaizen. There are 11 prizes in total.” 
(MNC A #2) 
 
c. Quality and cost control  
To ensure the quality of products, all MNCs decide product standards and specifications 
of materials. Based on that, suppliers search the sources of materials and components. 
Then, suppliers send material samples to MNCs for quality test and approval before 
using. By establishing the standards and strict control on quality, MNCs can avoid 
moral hazards and protect their brands.  
Besides, MNCs get involved in suppliers’ procurement of materials where 
necessary to ensure the most efficient in terms of cost and quality for their supply 
chains. MNC A centralizes the purchase of supplied parts and raw materials at some 
suppliers such as steel sheet and pipe at T1 and JP2; and aluminum at JP3 through their 
trading company and designated component suppliers (JP2). Suppliers can directly 
contact MNC A for centralized purchasing. Then MNC A gathers all orders, determines 
the volume and quality, and sends orders to their trading company. The other way is that 
suppliers can determine volume by themselves and directly contact MNC A’s trading 
company for raw materials according to MNC A’s instructions on quality. Before 
purchasing, the trading company needs to send the total purchase volume to MNC A for 
the approval. MNC A mainly approves for the volumes that serve their production, but 
they still cannot control whether suppliers use those materials for other motorcycle 
manufacturers or not. On the other hand, MNC B centralizes the purchase of materials 
at some suppliers such as steel sheet and pipe at T1, plastic parts and painting materials 
at JP4 by designating material suppliers. For centralized purchasing, MNCs directly 
negotiate with material suppliers about price and specifications of materials. For other 
materials and components, suppliers are free to purchase by themselves as long as it 
meets the required standard (JP1, JP2, JP3, JP4, T1).   
The trading company in MNC A’s group is also one of their suppliers for the 
parts that need to procure from overseas or Export Processing Zone instead. The reason 
is that the procedures and documentations for those transactions are complicated. Those 
import parts include sensor parts, functional parts, electrical parts and so on. These parts 
require knowhow, but due to small demand for automation and automobiles, no capable 
supplier wants to invest in Vietnam. For these components and parts with small volume, 
the trading company centralizes the volume and conduct procurement independently, 
without the approval of MNC A.  
There are various advantages regarding MNCs’ centralized purchasing of 
materials through trading company at MNC A and designation of material suppliers at 
MNC B. First, it is the cost efficiency for entire supply chains. Materials such as steel 
are often produced in big quantities, long production lead time, and sold in big volumes 
(Okamoto, 2003). Gathering all orders in the supply chain for these materials increases 
MNCs’ negotiation power to get cheaper price, which individual supplier hardly can do 
with small order volumes. Thus, centralized purchasing helps to control the cost 
efficiency in the supply chain. Second, centralized purchasing also supports the 
production efficiency at material suppliers. The longstanding relationship between 
MNCs and designated material suppliers ensures the stable material sources at low cost 
for MNCs’ production. Evidently, in the beginning days, MNCs’ centralized purchasing 
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supported tier 1 suppliers’ procurement of import materials. When Vietnamese steel 
industry has gradually developed both in quantity and quality (Kawabata, 2015, 2016, 
2018), domestic procurements of steel gradually substitute the imports. Thanks to that, 
MNCs’ supply chains are not much affected by the price variation and supply shortage 
of materials due to trade war or anti-dumping (T1). Third, centralized purchasing of 
main materials also supports the quality management since MNCs are worry-free about 
the material quality used for their parts. Hence, if looking from the supply chain 
perspective, MNCs’ centralized purchasing is for efficiency.   
However, it limits suppliers’ opportunities to increase profit margins by 
procurement discounts and by searching for cheaper sources other than MNCs’ material 
suppliers. In processing services, where MNCs directly negotiate the price of materials, 
part suppliers can only increase profit margins by reducing costs via process 
improvements. In those cases, the efficiency of the whole supply chain has built the 
rationality for designating raw material suppliers, and prevent potential conflicts from 
part suppliers. Furthermore, for the most materials and components (except the ones 
required for centralized purchasing), suppliers can flexibly procure by themselves as 
long as they meet the requirements and pass MNCs’ quality tests. This helps to avoid 
potential conflicts from suppliers.  
Besides the quality tests of materials and the centralized purchasing, MNCs 
periodically renegotiate prices with their suppliers as stated in the basic contract.  
“At the beginning of each year, we receive the production capability 
investigations for yearly production planning. This is to evaluate whether we 
can produce as their requirement in terms of volumes and prices. We give the 
minimum price, below that we cannot supply due to no profit. Sometimes, we 
lost some orders from customers.” (T1) 
 In sum, monitoring practices including rating and ranking systems as well as 
quality and cost control are conducted in line with the Japanese transaction principle. 
That is to strictly control QCD and only place orders to the suppliers who meet their 
requirements for improvements.   
5.3.2 MITIGATING METHODS TO INDUCE COLLABORATION 
a. Relationship-specific investments 
Since MNC A and B have large production scales, suppliers’ dependence on MNCs is 
great. Suppliers’ locations, investments in human and equipment are observed. As 
analyzed in chapter 3, only MNC A and B are applying more flexible production with a 
shorter lead time of scheduling prior to production (LLS). Thanks to big production 
scales, these two MNCs can ask suppliers to invest in MNC-specific production lines to 
be responsive to just-in-time production as well as make constant improvements in cost 
and quality. Thus, suppliers of MNC A and B are expected to have greater relationship-
specific investments than those in other supply chains. However, the investments to 
improve QCD capabilities do not necessarily have a lock-in effect. This is because 
suppliers, who can meet the strict requirement for QCD in more flexible production 
systems, have more reputation and easily approach other makers who have lower 
requirements.  
MNCs also depend on suppliers for stable production and cost competitiveness. 
MNCs want to strengthen their stable and strong supplier networks in order to succeed 
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in Vietnam (T1). Thus, besides the payment for jig and molds (T1, JP1), MNC A and B 
have constant relationship-specific investments as various kinds of assistance to 
improve quality and cost. For quality, MNCs visit actual production sites, and train 
suppliers how to make good parts to meet their requirements. MNCs provide workshops 
on human management for all suppliers’ managers (JP1, JP3); and share technology 
management knowledge to meet their requirements (T1). For problem solving, MNCs 
send professionals to assist at suppliers’ factories as quickly as possible after receiving 
their calls (T1). For cost reduction, MNCs visit factories and train how to utilize the 
present factory conditions efficiently (MNC B, T1). MNCs always support the 
procurement of input through centralized purchasing if suppliers need. The support for 
procurement is helpful to ensure the stable source and reduce cost for suppliers, 
especially in the initial days, when the supply base was underdeveloped (MNC A, MNC 
B, JP2). Recently, there are many good tiers 2 and 3 suppliers in Vietnam, and the needs 
for procurement supports have reduced more than before (JP2). MNCs also provide 
verification of safety and quality inspection for the sample of materials and components 
that suppliers procured by themselves.  
Obviously, MNCs are developing supplier capabilities in terms of quality and 
costs, and consistently conducting their targets of improvements throughout the supply 
chain.  
In sum, the great inter-dependence between MNCs and their suppliers for 
success is the basis for mutual relationship-specific investments, which help to reduce 
opportunism and increase collaboration. Besides, MNCs’ consistent actions for 
improvement practices and supports showcase their commitments and collaboration 
will, which build trust to suppliers in the long run.  
 
b. MNCs’ efforts to improve brand power and forecast accuracy  
As mentioned in Chapter 3, MNCs’ forecast accuracy affects the stock keeping level 
throughout the supply chain, especially the inventory stock at suppliers. The forecast 
accuracy supports suppliers’ production stability and efficiency. Conversely, the 
inaccurate forecast may lead to inventories and inefficient labor management at tier 1, 
and amplify at tier 2 and tier 3.  
“Suppliers tier 2 and 3 need to be ready at any time to supply for us based on 
continuous update and information from MNC A. Therefore, there is no 
problem when production grows, but there is high inventory rate if production 
decreases under forecasts.” (JP1) 
“In case MNC A’s production volume reduces compared to yearly plans, the 
burden for inventory cost increases. We also have to pay 75% salary for 
workers staying at home due to work reduction. In those cases, we ask MNC 
A to improve their forecast accuracy and reduce the gap between monthly 
production. In previous years, MNC A could not balance the production, 
especially after Tet, there used to be a big gap in Feb-April. In recent years, 
MNC A has improved their forecast accuracy, and gradually increases 
production from the year-beginning to year-end. For evaluating the 
improvement of forecast accuracy, the nearest 2 years is around 8-9 scores 
compared with 6-7 scores in for previous years on the 10-score scale.” (JP2) 
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Suppliers evaluate that MNC A has more forecast accuracy than MNC B. In the 
interviews, MNC A and B confirmed that they are trying to stabilize production for the 
whole supply chain. Among them, MNC B faces frequent production fluctuations due to 
big demand volatility (see Chapter 3). Lower demand volatility coincides with high 
demand volume (Olhager, 2003, p.326). To reduce demand volatility, MNC B is trying 
their best to increase brand power, sales and stabilize production for the whole supply 
chain. They are trying to analyze market trends for future products, conduct product 
differentiation and ensure high quality (MNC B #1). Importantly, they are improving 
dealer systems by checking service, spare parts, showroom equipment. They are 
investing in marketing such as advertising, music events, racing activities, safety 
driving training in many areas, sharing the knowledge of how to use motorcycles more 
durably, etc. They want to make the Vietnamese understand the superiority of their 
products (MNC B #1, 2). When brand power and sales grow stably, forecast accuracy 
and production stability will be improved (MNC B #1, 2). 
MNCs’ efforts to improve brand power and forecast accuracy showcase their 
commitments and trustworthiness to their suppliers. Thus, there is no conflict harming 
the relationship between MNCs and suppliers due to production fluctuations. 
 
c. Communication and information sharing 
There are two official supplier meetings to share strategy, and evaluate the results of 
emulation. Besides, there are meetings with each supplier to understand whether 
suppliers are facing any difficulty or problems; or do they need any technical assistance 
or supports for finding materials.  
For information sharing, MNCs often share production planning or forecast, 
blueprints, other instructions, or even lists of good tier 2 and tier 3 suppliers based in 
Vietnam if necessary. MNCs also try to integrate information with supplier by using the 
electronic ordering system and delivery system thanks to the new law accepting the 
electronic signature in transactions in Vietnam (MNC A #2). When the bar code is 
scanned, flows of parts are automatically reflected to the system. In August 2018, MNC 
B had already sent PO through IT system, while MNC A are sending PO by paper, and 
email. MNC A expects to send PO via IT system from the end of October 2018. Thanks 
to IT system, they can update the inventory throughout the supply chain timely, reduce 
the preparation time prior to production, the cycle time and the documentation storing at 
both MNCs and suppliers (MNC A #2).  
Mutual communication and information sharing are effective methods to 
maintain the good relationship between MNCs and suppliers. It helps to increase mutual 
understanding and trust among MNCs and suppliers over time. It also enhances the 
information flows and supports inventory management throughout the supply chain.  
5.3.3 OUTCOMES: COMMITMENTS AND SUPPLIER DEVELOPMENT  
 
a. Suppliers’ commitment for QCD Improvement  
 
In the interviews, suppliers of MNC A and B all aware of their important role to their 
customers’ success. All suppliers confirmed their commitments to “support customers’ 
stable production, reduce cost, and maintain high quality” (JP1, JP2, JP3, T1, JP4).     
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Then, we interviewed their kaizen (improvement) activities. To improve 
productivity and reduce cost in the long run, most of them consider the investment in 
automation, advanced equipment and working conditions (JP1, JP2, JP3).  
“Due to increasing labor cost, we try to improve the working environment, 
increase remunerations, and invest in automation and advanced equipment. 
By doing so, the number of goods produced by one worker increases, thus, 
help to improve productivity.” (JP1, JP3)  
When conducting automation, suppliers have to follow the rule of Japanese 
makers that there is no layoffs compromise.  
“We do not fire any worker for productivity improvement. There is a natural 
job-hopping rate of 3-4%. We increase production volumes while maintaining 
labor numbers, thus improve productivity.” (JP2) 
 
Suppliers also try to manage workplace performance. They have obvious 
workplace improvement targets, performance indicators, and action plans to conduct 
improvements.  
“Besides investing in advanced equipment, we need to avoid waste, reduce 
the cycle time of machines by process improvement. For instance, we try 
reducing the manpower in a certain process, for example, from 3 to 2 
workers. Then, we can know specific cost reduction. We strictly conduct the 
workplace organization method of 5S (i.e. sort, set in order, shine, 
standardize, sustain). We apply the Kaizen 4 M checklist (manpower, 
machines, materials and method) for evaluating areas or processes where 
small changes can make improvements in QCD.” (JP2). 
 
Furthermore, suppliers train the kaizen manner for each worker. They launch 
emulation movement with an explicit reward system to stimulate the creative ideas of 
their workers to maintain conditions of equipment, reduce wastes at each production 
stage.  
“In order to motivate improvement activities among workers, we established 
explicit evaluation methods. We reward workers for excellent improvement 
ideas twice a year in June and December.” (JP2). 
 
“We have many kaizen activities among workers, and reward cash and 
certificates for good ideas. Every worker sends kaizen ideas every month. 
Then, we synthesize, rank, and give awards for excellent ideas every quarter. 
For example, in “I love machine” activities, we hold the contest to evaluate 
and award who can maintain the best condition of machines. Basically, every 
worker is responsible for conducting 5S. Two people are in charge of one 
machine on two shifts (8am-5pm and 8pm to 4 am). Therefore, if they get 
awards, they will share. Another example is the “Quality control continuation 
contest”. Both of us and our customers have this program. Last year, at our 
company, 40 groups of workers (5-7 workers/group) attended to make their 
proposals and presentations. Then, when MNC A holds this kind of contest 
throughout supplier networks, we sent some groups to attend.” (T1) 
 
In factory tours at MNC A, MNC B and their suppliers’ (JP2, JP3), we 
confirmed the good working environment for workers, disciplined operations, especially 
Japanese working manners including greetings to guests and superiors.  
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Kaizen activities have a big effect on cost reduction (JP2, JP3). Besides, there 
are many improvements for parts and processes from the workplace, which are 
transferred back to the parent company in Japan (JP2).  
 
b. Supplier development  
 
MNCs’ improvement practices have impacts on both suppliers’ entry and the 
development of supplier systems as follows.  
For small suppliers, the technical assistance for capability development has built 
a reputation for MNC A and B to attract good suppliers, who want to upgrade their 
operations. 
“Our company has produced motorcycle components for almost 40 years. In 
the beginning days, there was severe shortage of spare parts for motorcycles. 
Recognizing this opportunity, we started as a workshop producing spare parts 
for retails in the open market. Since 2008, defining that to develop, we have 
to participate in MNC A’s SC to learn and tailor to meet modern standards. 
Basically, State support is not available, but support from the customer for 
capability building is available.” (VN1) 
However, this is not always true for big suppliers. One European supplier, who 
is not familiar with the set of contracts and the improvement practices of Japanese 
MNCs, does not have enough confidence and trust to start the transaction with MNC B 
at first.   
“We are dealing for the first blinkers with MNC B. We were asked to reach 
their requirements, but it is too difficult for us. We will have an important 
meeting with them tomorrow. We really want to have transaction with them, 
but negotiation with them is like gambling.” (I1) 
  
This is in line with MacDuffie and Helper (1997) that small suppliers are often 
eager to adapt to Japanese improvement practices more than the big ones, who are 
already busy serving many customers. Furthermore, as confirmed by I1 supplier, in their 
Western SC, there is no technical, financial assistance and interventions from makers. 
Thus, I1 may not be familiar with the Japanese supplier relations.    
To evaluate the impacts on the development of supplier systems, we continued 
the works of Mishima (2005) to investigate the procurement pattern because it “reflects 
the stage of localization and the specific characteristics of parts in question” (Mishima, 
2005, p.12).  
Tables 5.2 and 5.3 showcase that MNC A and B are procuring main component 
parts more locally than in 2004. Specifically, oil pomp, body in MNC A and piston, 
clutch, transmission, body and power in MNC B now can be procured locally. MNCs A 
and B could procure respectively more than 90% and around 88% all parts in the 
domestic market in 2018. This means that their supplier systems have developed over 
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Table 5.2 MNC A’s parts procurement pattern for scooter and moped in 2002 and 
2018 (%)  
Parts Module  2002 2018 
In-house Group 1 Group 2 Group 3 Import 
Engines 
Parts 
Cylinder Block ◎ 100     
Cylinder Head ◎ 100     
Piston - 97    3 
Piston Ring D     100  
Oil Pomp D    70 30 
Carburetor -  100    
Clutch ●  80  20  
Transmission ● 100  
   
Underbo
dy parts 
Wheel rim  ●  70  30  




Fuel Tank - 100     
Muffler ●  90  10  
Suspension ●  90  10  
Body ◎ Yes Yes  Yes  
Power 
Generator 
-    100  
Electric 
parts 
Lamp ●○    100  
Meter ●  90  10  
 
Note: ◎ in-house production; ● subcontracting, custom-made; ●* subcontracting, 
custom-made by totally-held subsidiary; ○ subcontracting, multi-purpose; △import. 
Group 1: Japanese keiretsu; Group 2: Local suppliers; Group 3: Other suppliers of all 
foreign nationalities. 
 
Source: Data in 2002 from Mishima (2005, p.13), other data from the author’s 
interviews with MNC A in 2018 
 
Although local suppliers have improved QCD capabilities thanks to repeating 
transactions (Fujita, 2013), they still cannot supply any core parts and components to 
MNC A and B (Table 5.2 and 5.3). So far, in MNC B supply chain, the added value by 
local suppliers are still limited, taking only 9.02% from the North and 4.14% in the 
South of Vietnam, and 13.16% in total (Table 5.4). This is because their base layer of 
relational skills (general technological capabilities) is still low for the core parts. To 
improve the technological and R&D capabilities requires local suppliers more efforts 
and time. In this sense, the presence of capable foreign suppliers contributes to the 
feasibility of JIT production and continuous improvements in QCD for MNCs’ supply 
chains in Vietnam, where lacking capable local suppliers. 
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Table 5.3 MNC B’s parts procurement pattern for scooter and moped in 2002 and 
2018 (%)  
Parts Module  2002 2018 
In-house Group 1 Group 2 Group 3 Import 
Engines 
Parts 
Cylinder Block ◎    100 (Japan)  
Cylinder Head ◎  
 
 100 (Japan)  
Piston D 
 
100    
Piston Ring D     100  
Oil Pomp ●  mainly  Yes  
Carburetor D     100 
Clutch  D  100    
Transmission 
D  100 
   
Underbo
dy parts 
Wheel rim  ●  Yes  Yes  




Fuel Tank ◎ 100     
Muffler ●  100    
Suspension ●  100    





100    
Electric 
parts 
Lamp ●  100    
Meter ●  Yes  Yes  
 
Note: ◎ in-house production; ● subcontracting, custom-made; ●* subcontracting, 
custom-made by totally-held subsidiary; ○ subcontracting, multi-purpose; △import. 
Group 1: Japanese keiretsu; Group 2: Local suppliers; Group 3: Other suppliers of all 
foreign nationalities. 
 
Source: Data in 2002 from Mishima (2005, p.13), other data collected through 
interviews with MNC B in 2018 
 
Table 5.4 MNC B’s domestic purchasing value by supplier’s nationality 
MNC B Japan Taiwan Vietnam Others Composition 
Hanoi and 
vicinity 
53.3% 15.58% 9.02% 4.1% 82% 
HCM and 
vicinity 
4.32% 9.54% 4.14% 0% 18% 
Total 57.62% 25.12% 13.16% 4.1% 100% 
 
Source: Interviews with MNC B in 2018. 
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5.4 DISCUSSION AND IMPLICATIONS  
Although the Japanese governance structure is considered to result in better 
performance and competitiveness for the whole supply chain (Dyer, 1996), it may be 
difficult to apply overseas (Cusumano and Takeishi, 1991), especially in developing 
countries. This is because Japanese automakers’ requirements for the investments in 
relational skills beyond formal contracts, are perceived as high cost and high risk, which 
may hinder suppliers’ collaborations. Thus, it is necessary to research the transaction 
governance in the Japanese automotive supply chains in developing countries. In this 
chapter, a set of governance methods and mechanisms that prevent moral hazards and 
stimulate collaborations for SCI and QCD improvement in the Japanese motorcycle 
supply chains in Vietnam were discovered.  
Case analysis showcased that the sets of contracts, monitoring, and mitigating 
methods are combined to effectively induce the collaborations for QCD improvements 
and SCI. Since Japanese MNCs conventionally pursue continuous improvements, 
especially cost reduction to build competitiveness, the transaction governance is 
extremely complicated. The transaction principle is that Japanese automakers only 
continue placing orders to the suppliers, who can make improvements to meet their 
requirements. By doing so, they believe that product competitiveness will be improved 
and both makers and suppliers will benefit. In this situation, the set of contracts provide 
the guideline for collaborations and prevent moral hazards from both parties. The basic 
contract is undefined as “one year and automatic renewal”. This guides that the 
continuation of transactions depends on how both parties perform in the future. Then, 
transaction contracts regulating MNCs’ responsibility for their forecast and payment for 
jig and molds help to force MNCs centralize orders and enhance the returns on 
suppliers’ relationship-specific investments for QCD improvements. In this way, the 
future values of continuous orders expected by suppliers, and increasing 
competitiveness expected by makers, are the motivations for mutual investments for 
QCD improvements.  
Then, the behaviors of makers, which are not specified in the text of the basic 
contract or the transaction contract, are important to induce collaborations for SCI and 
improvements. While suppliers are required to make relation-specific investments, 
Japanese makers do not guarantee orders, but express that they will place orders when 
QCD performance standards are met. Simultaneously, Japanese MNCs make relation-
specific investments to support capability development at suppliers. They include 
technical assistance, human training, joint problem solving, and procurement supports. 
These support showcase makers’ commitments and help to gain suppliers’ trust that 
they will receive orders when QCD criteria are met. Thanks to that, suppliers are 
confident to make reciprocal investments in joint improvements.  
Along with supports, makers’ efforts to improve forecast accuracy, 
communication and information sharing also enhance the mutual understanding, and 
gradually build trust among suppliers that performance-based ordering will improve the 
product competitiveness. When automakers’ sales grow thanks to competitiveness 
improvement, the orders to suppliers consequently increase. Hence, collaborations for 
improvements are enhanced.  
On the other hand, MNCs strictly monitor QCD through rating and ranking 
systems as well as control on quality and cost. The consistency between the transaction 
principle and practices results in cost reduction, improvements in quality and delivery in 
the long run. When suppliers see these outcomes, and the trustworthiness of makers 
through repeated transactions, trust increases and investments in improvements are 
strengthened. 
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Japanese automakers’ practices also help to develop the stable and strong 
supplier networks, which facilitate the SCI for competitiveness and responsiveness in 
Vietnam. At present, MNCs can procure most of parts and components locally. The 
characteristics of the supplier systems in Vietnam include the presence of many foreign 
suppliers, and low involvement of local suppliers in the value chain. However, the 
Japanese supplier relations are not flawless. In fact, the complicated integration process 
and the requirements for continuous improvements, which heavily depend on relational 
contracts rather than formal contracts, are still the hurdle for some suppliers to start the 
transaction.  
Based on these findings, two main implications are made. The first implication 
is the lesson of how to apply the governance structure like Japanese automakers. First, 
the core firms should have the improvement-focused attitude in the long-term bilateral 
relations. Second, this attitude should be transformed into actions consistently through 
the combination of governance methods. Specifically, the basic contract with “one year 
and automatic renewal” term, and transaction contracts regulating core firms’ payment 
for jig and molds are effective to set the future values as the motivation for mutual 
investments in QCD improvements. Then, these contracts should be followed by 
monitoring and control on quality and cost to ensure suppliers’ continuous 
improvements. Simultaneously, mitigating methods should be used to build trust, 
prevent conflicts and enhance collaborations. Core firms should showcase their 
commitments first by investing in technical assistance, mutual problem solving and 
procurement supports. Core firms also need to make efforts to improve brand power, 
forecast accuracy, and enhance information sharing. In other words, core firms’ 
commitments induce the suppliers’ reciprocal investments in relational skills. However, 
the application of Japanese improvement practices may face difficulty at first, because 
suppliers’ investments exceeding formal contracts heavily depend on trust. Meanwhile, 
trust needs time.  
The second implication is about the outcomes of the long-term bilateral 
transaction. Specifically, the long-term bilateral transaction with the use of multiple 
governance methods above results in fruitful improvements about cost and quality in 
each supplier as well as the whole supply chain. This helps to build competitiveness for 
the core firms. These improvements increased over time. Especially, when supplier 
systems develop to a certain extent, MNCs can reduce the import reliance and conduct 
SCI for responsiveness to the local markets. This does not only benefit the MNCs alone, 
but also benefits the supply base in host countries.  
Besides, one small implication is that Japanese MNCs are likely to face 
increasing costs for supporting supplier development in developing countries. This is 
because local suppliers in developing countries often lack of base layer of relational 
skills.  
In sum, this chapter has fulfilled the research gaps by providing insights into the 
transaction governance between Japanese MNCs and suppliers in a developing country 
context. The findings and implications in this chapter confirmed and strengthened the 
extent theories about the importance of core firms’ relationship-specific investments as 
hostages (Williamson, 1983); the importance of the core firms’ trustworthiness to 
suppliers’ specific investments (Dyer, 1996; Helper and Henderson, 2014). It also 
confirms the efficiency and supply chain improvements in the long-term bilateral 
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6 Conclusion  
 
The cases of Vietnamese motorcycle industry and supply chain approach provided the 
good environment for the in-depth studies of MNCs’ operations in a developing 
country. Specifically, it illustrated how local factors affect MNCs’ operations in a 
developing country; and how SC partners’ collaboration for SCI helps MNCs to 
respond to local market, overcome uncertainties and build competitiveness in a 
developing country. Besides, understanding the MNCs’ SCI strategies and their 
involvement in the host country also enhanced our knowledge of how an MNC 
contributes to the host country.  
Figure 6.1 is revised from Figure 1.2 (chapter 1) based on the real cases of 
motorcycle MNCs in Vietnam. MNCs’ strategies for building distribution and supplier 
systems were affected by uncertainties in market environments such as local traders’ 
behaviors, competition with Chinese motorcycles, local content law and local suppliers’ 
capabilities (Figure 6.1). Consequently, they had to adapt to local market and develop 
suppliers’ capability. Simultaneously, MNCs conduct intra- and inter-organization 
integration to gradually overcome uncertainties, quickly respond to market demand, and 
build competitiveness (Figure 6.1).  
At the centre of SCI, MNCs have the leadership to design and control the 
information and delivery flows (Figure 6.2). In this process, the collaboration from SC 
partners is crucial to MNCs’ success (Figure 6.1). Specifically, each MNC’s market 
position is not only by their efforts alone, but also by dealers’ collaborations for brand 
co-building, sub-dealer monitoring and information integration for production planning. 
Each MNCs’ competitiveness is not only by their efforts alone, but also by suppliers’ 
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collaborations for quality improvement, cost reduction, and just-in-time delivery. This 
clearly demonstrates that the competition is not among individual core firm, but among 
supply chains. Thus, the transaction governance with achieving collaboration is 
important. A multiple case study of Vietnam’s motorcycle industry provided valuable 
lessons for the effectiveness of multiple governance methods and how to apply them in 
developing countries.   
In the next sections, the key findings are discussed in details. Based on that, we 
discuss the new way to assess MNCs’ embeddedness and their contributions to a 
developing country. 
 















Source: The author 
6.1 HOW DO MARKET ENVIRONMENTS AND LOCAL TRADERS’ 
BEHAVIORS AFFECT MNCS’ BUSINESS?  
Chapter 2 and chapter 4 manifested how counterfeit problems and local traders’ 
behaviors affect MNCs’ business in Vietnamese motorcycle industry.  
First, MNCs want to build exclusive channels in order to promote service and 
product differentiation, and build their brand value (Figure 6.1). However, local dealers’ 
wholesales and the existence of unauthorized sub-dealers distort MNCs’ distribution 
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system into two tiers: MNCs-dealers, and dealers and sub-dealers (Figure 6.1). It makes 
MNCs’ channel management more difficult. Sub-dealers help to expand the market of 
MNCs to rural and remote areas. At the same time, sub-dealers also risk MNCs’ brand 
if they exchange fake engines for more profits or perform careless aftersales service. 
Second is the co-building of brand value between MNCs and dealers. Since 
2000s (Chinese shocks), MNCs have competed on product differentiations, price and 
quality, which resulted in market position and brand power. At the same time, local 
dealers have been competing on marketing side to expand market. Specifically, dealers’ 
pricing behaviors have improved the reputation of some strong brands (MNC A and B), 
which may increase gaps in market shares. Dealers’ additional services such as 
repainting or small modifications help to meet the local needs, and increase sales. 
Dealers’ improvement in aftersales service helps to build MNCs’ reputation on the 
spare part and repair market. Thus, local dealers’ co-building of brand value is 
important to increase the gaps of market shares among MNCs.  
Besides, there is complementarity among main market, second-hand and repair 
markets in Vietnamese motorcycle industry. Local traders’ pricing behaviors in second-
hand market and the immoral behaviors in repair market affect the reputation in the 
main market. The characteristics of Vietnamese market are that MNC A is highly 
evaluated in both the second-hand market and the repair market, which contributes to 
strengthening their brand in the new motorcycle market. The increasing gaps among 
MNCs’ brands and market shares in turn affect MNCs’ SCI pattern selection, which is 
discussed in the next section.  
6.2 HOW DO MNCS CONDUCT SCI TO RESPOND TO LOCAL 
MARKET?  
Chapter 3 provided the insights into SCI processes of MNC A, B and C for production 
planning to respond to local market. To compete successfully, MNCs integrate 
information with external dealers and suppliers and align inter-organizational processes 
according to end customers’ requirements. Thanks to SCI, MNCs can closely follow the 
market changes and overcome uncertainties.  
This chapter provided a model for theoretically explaining the difference 
between MNCs’ SCI strategies in the Vietnamese motorcycle industry. SCI strategies 
include manufacturing strategies (MTO or MTS), LLS and LSP. Specifically, the major 
constraints affecting SCI strategies include demand volume, the production to required 
delivery lead time ratio (P/D ratio), and forecast accuracy. Production lead time in a 
supply chain (P) is the combined lead time of makers and suppliers. Required delivery 
lead time (D) is set by the market.  
The demand volume and P/D ratio determine whether firms can only choose 
MTS, or they can select either MTS or MTO. If demand volume is too small, it is 
difficult to ask suppliers to invest in responsive production lines. In Vietnam’s 
motorcycle industry, given the MTO at supplier dimension, the procurement lead time 
will be very long without suppliers’ integration. The procurement lead time is even 
longer in case of import. This leads to a long production lead time (P) in a SC, thus 
P/D>1. To meet the required delivery lead time, core firms have no choice but to select 
MTS method. In contrast, if demand volume is big enough, core firms can shorten the 
production lead time in the supply chain by integrating with suppliers for JIT 
production. When P/D≦1, core firms can choose either MTS or MTO.  
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Once MTO or MTS is decided, LLS and LSP become performance indicators of 
flexibility. If core firms want to improve forecast accuracy and flexibly adapt to market 
changes, they should select shorter LLS and smaller LSP. In contrast, if firms want to 
prioritize economies of scale, they should consider the longer LLS and larger LSP. Core 
firms should choose suitable manufacturing strategies, LLS, and LSP so as to minimize 
inventory risk and maximize the opportunities for economies of scales while meeting 
required delivery lead time. With this logic, the model explained why MNC A, B and C 
choose specific SCI strategies.   
The findings also showcased the link between manufacturing strategies and 
supply chain integration. Specifically, MTO firms often need supplier integration, while 
MTS firms need to focus on dealer integration in customized manufacturing. This is in 
line with previous studies (van Donk and van Doorne, 2016). 
Besides, the relationship between SCI pattern and inventory was also clarified. 
Through comparisons, MTO method and integration with both dealers and suppliers 
obviously create more flexibility, and reduce inventory more than MTS with dealer 
integration alone. This is in line with prior studies (Asanuma, 1994; Flynn et al., 2010; 
Frohlich and Westbrook, 2001; Kobayashi et al., 2017; Okamoto, 2003; Tomino, 2009).          
 These findings make contributions to SCI and IB studies. It firstly solved the 
limitations of extant theories by collecting data from suppliers, makers and dealers in 
the same supply chains. Thanks to that, it provided the insights into MNCs’ SCI in a 
developing country. Besides, it extended the mapping technique, which can see SCI 
processes in three dimensions. This mapping technique hopefully provides the clear 
framework for the research on SCI processes.  
As analyzed in chapter 3, SCI requires the complex coordination between 
makers and suppliers for just in time production, and the high capability level of QCD 
(quality, cost, delivery). In the next section, the transaction with achieving collaboration 
from SC partners are summarized.   
6.3 HOW IS THE TRANSACTION GOVERNANCE WITH ACHIEVING SC 
PARTNERS’ COLLABORATION FOR SCI?  
As mentioned, in Vietnam’s motorcycle industry, all five MNCs integrate information 
in exclusive dealer channels, meanwhile, only some MNCs expand to integrate with 
suppliers. The key to enhance performance is the control at MNCs to reduce the 
bullwhip effects and improve forecast accuracy in demand side. The control at MNCs 
also ensures the quality, cost and delivery in supply side, which maximize both firms’ 
profits and value for customers (Figure 6.2). Thanks to that, the SCI contributes to 
effective allocation of products, low inventory, responsiveness to market demand at low 
cost. 
 However, the SCI with both dealer and suppliers is the complicated process and 
requires multiple governance methods to enhance collaborations between MNCs and 
SC partners. Comparing the transaction governance in dealer-maker and maker-supplier 
relations, there are some commons. 
First, long-term bilateral transaction is applied in both dimensions because it 
facilitates the SCI, and mutual investments for improvements. Thanks to that, all SC 
members gain benefits. Second, contract, monitoring, and mitigating methods are 
common use under the uncertainties (Table 6.1). In dealer system, issues associated 
with the local context such as counterfeiting problems and no effort on sales at dealers, 
and the overuse of power at MNCs are main hazards. In supplier system, suppliers’ 
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falsification of data and MNCs’ taking advantage of asset specificity are main hazards. 
Under these uncertainties, strict monitoring based on contract stipulations help to ensure 
the quality of product and service to protect brand (Table 6.1). Mitigating methods, 
including relationship-specific investments, improvement of brand power, 
communication and information sharing, are used to mitigate potential conflicts due to 
strict monitoring and induce collaborations (Table 6.1). 
 
Figure 6.2: Supply chain integration under uncertainty 
 
Source: Adapted from Frohlich & Westbrook (2001); Mason-Jones & Towill (1998)  
However, there are differences between the dealer- maker and maker-supplier 
relations because of different collaboration purposes (Table 6.1). 
The main purpose of the dealer system is to increase sales by building brands 
and penetrating. In Vietnam’s motorcycle industry, an exclusive system is adopted. 
Thanks to that, sales and production is synchronized. In this case, the technical hurdles 
for sales are not high, so a large investment in the base layer of relational skills is not 
necessary. Meanwhile, the investments in the surface layer of relational skills are 
mainly made by manufacturers (Table 6.1). Also, as long as dealer contract lasts, the 
supply of motorcycles may be adjusted in quantity, but never stops.  
The role of the dealer is to integrate the knowledge of local market in sales and 
production planning. MNCs’ accumulation of local knowledge cannot be done without 
dealers. Thus, local dealers are crucial to MNCs’ success in developing countries. 
On the other hand, the main purpose of the supplier system is to procure parts by 
optimizing QCD. In maker-supplier relations, non-exclusive long-term bilateral 
transactions are used (Table 6.1). To integrate production of finished motorcycles and 
purchase of parts, the technological hurdles for parts production are high for local 
suppliers in emerging countries. Thus, a large investment in the base layer of relational 
skills is required (Table 6.1). Moreover, the manufacturing of specific parts requires the 
exchange of complicated technology and management information. Thus, a large 
investment in the surface layer of relational skills (e.g. human, production lines, site 
location) is also needed (Table 6.1). However, it is not exclusive because it is not too 
specialized for suppliers to exclude other customers. In this relation, the manufacturer 
does not guarantee the order to the supplier, but conduct performance-based orders, and 
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The role of the supplier is to manufacture maker-specific parts based on two 
layers of relational skills. Rather than local knowledge, the relational skills, including 
technological skills and skills learnt from repeated transactions with a specific maker, 
are required. Since local suppliers lack technological skills, foreign suppliers play a big 
role. However, if local suppliers can utilize their local knowledge in material 
procurement, personnel and labor management, and reflecting market information in 
manufacturing methods, their role will increase.  
Regarding the practices and mechanisms to induce collaborations, since the 
investments in improvements and JIT production are larger, the governance in supplier 
system is much more complicated than in dealer system. Specifically, there are the set 
of contracts in supplier system including the basic contract, transaction contracts of each 
model, advance notifications or scheduling (Table 6.1). The set of contracts are 
effective to set the future values as the motivation for mutual investments in 
improvements. Based on this, monitoring and control on quality and cost for the whole 
supplier networks should be conducted consistently. Different from exclusive dealer 
system, MNCs cannot use coercion, but the competition mechanisms to ensure 
suppliers’ continuous improvements (Table 6.1). To protect brands, indirect governance 
is observed as training mindsets in dealer system, and as QCD standards in supplier 
system (Table 6.1).  
Table 6.1 The transaction governance between core firms and SC partners 
 Dealer-maker (Chapter 4) Maker-supplier (Chapter 5) 
Mechanism Exclusive channel management  Competition among selective suppliers 
Asset 
specificity    
Dealers: investment in showrooms’ brand 
identity and equipment to meet the 
standard of a specific maker.  
Makers: various kinds of assistance such 
as human training, IT system for 
information integration.  
Suppliers: investment in technology, 
human, production lines, and location 
proximity.   
Maker: investment in jigs and molds, 
various kinds of assistance.     
Hazards 
Dealers may sell fake motorcycles or 
replace fake engines for profits.  
Dealers’ free ride on makers’ brand value, 
and no efforts for sales 
Makers can practice power to intervene 
dealers’ operation and profits.   
Suppliers may falsify data of product 
quality  
Makers may switch to other suppliers 
while the supplier in question is making 
specific investments in improvements 
Inventory 




Rating and ranking 
Brand protection and coercion  
Indirect governance through training 
dealers’ mindset 
 
Contracts: basic contract, transaction 
contracts, advance notifications 
Control on cost and quality  
Not by coercion but by competition 
mechanisms 
Rating and ranking 






Improvement of brand power 
Communication & information sharing 
 
Relationship-specific investments 
Improvement of brand power 
Communication & information sharing 
Source: The author 
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It is worth noting that there are tradeoffs between governance methods. In dealer 
dimension, there is an incentive to earn profit behind the dealers’ behaviors such as 
pricing activities (see Chapter 2), wholesales behaviors (see Chapter 4). Using strict 
monitoring and coercion based on contract stipulations can protect MNCs’ brands, but 
may cause the conflict to dealers’ benefits. This leads to the false wholesale reporting 
and dissatisfaction of some dealers. An example is the case of MNC A (see Chapter 4). 
Thus, using strict management under brand power alone yields little sustainable 
commitments. For an MNC which is the target of counterfeiting, it is better to pay 
attention to how to balance the tradeoff between quality management and dealers’ 
satisfaction. For example, they can increase rewards in the ranking system, investments, 
and communication.  
On the other hand, in supplier relations, not only makers but also suppliers 
benefit from QCD improvements. Further, the strict monitoring is conducted along with 
a lot of assistance (see Chapter 5). Coercion is not applied because the relations between 
them are non-exclusive. Instead, competition is the main driver for monitoring and 
ranking. To stimulate suppliers’ investments in QCD improvements, MNCs have to 
show their trustworthiness to gain suppliers’ commitment and trust. As a result, no 
dissatisfaction from suppliers was reported. This leads to two implications. First, it is 
easier for achieving collaborations when SC partners see mutual benefits from MNCs’ 
standards and monitoring. Thus, MNCs should find the way to clarify these mutual 
benefits to SC partners. Second, the transaction governance, which puts trust in the 
center may be more effective than the ones emphasizing coercion and enforcement.      
These insights help to better understand how motorcycle MNCs can exploit the 
collaboration from SC partners to overcome uncertainties and respond to market 
demand in Vietnam. Although this study limits to Vietnam’s motorcycle industry, the 
arguments confirm and strengthen many important points in extant theories regarding 
SCI patterns and transaction governance. Two main implications include (1) the lesson 
of how to apply the governance structure like Japanese automakers for SCI, and (2) the 
outcomes of the long-term bilateral transaction. Certainly, the long-term bilateral 
transaction is not the best for all industries. In general-purposed technology, standard 
parts are available on the market, the selection is just based on price. In these cases, the 
need for longstanding relationships, investments in QCD improvements are less than in 
the industries with specialized technology and customized parts (Asanuma, 1989; Dyer, 
1996). Besides, not all firms can pursue SCI with both dealers and suppliers due to 
demand volume. In specialized-technology industries, when firms have big demand 
volume and want to build competitiveness in terms of QCD, they should consider the 
lessons from this study. Although transaction governance for SCI with both dealers and 
suppliers are complicated, it does result in many benefits. 
6.4 HOW CAN WE REVISE THE WAY TO ASSESS MNCS’ 
EMBEDDEDNESS AND THEIR CONTRIBUTIONS TO A DEVELOPING 
COUNTRY?   
6.4.1 MNCS’ EMBEDDEDNESS  
This thesis examined the international operations of MNCs in Vietnamese motorcycle 
industry with the supply chain approach. The findings of case studies revealed various 
knowledge for IB theories in general and embeddedness theory in particular.  
Firstly, it provides the new knowledge of how market environment and local 
traders’ behaviors affect MNCs’ market shares (see Chapter 2). In the globalization era, 
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the local market environments still matter. Each developing country has their own 
uniqueness and market environment, which affects MNCs’ business. Although MNCs 
have high technology and big capital, they have little knowledge of the local market and 
cannot overcome this problem by themselves alone. Just only by embedding in the local 
business network, they can gradually learn the market and find the way to adapt to it. 
Thus, the collaborations of SC partners are critical to MNCs’ business. Specifically, by 
interacting with local dealers, MNCs can learn and accumulate the knowledge of local 
markets (Figure 6.3).  
Secondly, supplier network is important to MNCs in a different way. While 
dealer network contributes the knowledge of local market, supplier network contributes 
the QCD improvements to MNCs (Figure 6.3). In this sense, local dealers are important 
because they have the source of knowledge that MNCs need. However, the source of 
knowledge in supplier network does not limit to local suppliers or any nationality. In 
fact, local suppliers cannot supply core parts in Vietnam (Table 5.2 and Table 5.3). This 
leads to the implication that the existence of foreign suppliers with high capability is 
important to MNCs’ SCI in developing countries, where have underdeveloped supply 
base.  
However, this does not mean that local suppliers are not important. As 
mentioned, the competition is the driver for QCD developments. Local suppliers 
gradually developed thanks to repeated transactions and various assistance from MNCs 
(Fujita, 2013). Thus, the existence and improvement of local suppliers are expected to 
increase the competition in non-core parts, in tier 2 and 3. Furthermore, from the 
testimony of supplier T1 (Chapter 5, p.77), local suppliers have become the potential 
competitors in recent years. Therefore, we cannot eliminate the possibility that local 
suppliers can supply the core parts in the future. As mentioned in chapter 5, to improve 
the technological and R&D capabilities requires local suppliers more efforts and time.   
 










Source: The author 
 
Thirdly, it provides the insights how MNCs can improve their responsiveness by 
using longstanding SC partners to integrate sales-production-purchase. By integrating 
with dealers, MNCs can update market demand constantly so that they can improve the 
forecast accuracy for production planning. By integrating with tier 1 suppliers, MNCs 
can make the flexible production to respond to local market. As a result, MNCs can 
efficiently reduce the inventory throughout their supply chains, thus reducing risks and 
cost. It also revised the mapping techniques to illustrate SCI process in three 
dimensions, which helps to clearly understand the coordination between dealers, makers 
and suppliers in SCI process (see Chapter 3). 
Finally, this thesis provides insights into transaction governance between MNCs 
and SC partners for SCI in a developing country. The lessons of how to induce 
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collaborations to overcome problems in market environments are significant. The 
governance methods should solve two challenges: quality management under 
counterfeit problems, high collaborations for SCI and constant improvements from SC 
partners. 
The insights and various findings from this thesis raise the necessity to combine 
SCI and IB research. By applying SC approach, the thesis could examine 
comprehensively how local factors affect MNCs’ business in a developing country. 
Thus, SC approach helps to reduce the limitations in IB field so far. On the other hand, 
the investigations of MNCs’ SCI overseas help to enhance the knowledge of how to 
make SCI between SC partners with diverse backgrounds. This contributes to the newly 
emerging SCI field. These contributions are worth the exhaustive research collecting 
data from dealers, makers and suppliers. 
When investigating the embeddedness of MNCs in the SC perspective, we also 
understand how each MNC contributes to Vietnam in terms of building distribution and 
supplier systems. 
6.4.2 MNCS’ CONTRIBUTIONS TO THE HOST COUNTRY 
The fact findings raise the need to revise how to assess MNCs’ contribution to a 
developing country. First is about the traditional MNC-centric viewpoint. So far, 
scholars often think MNCs build their competitiveness and contribute to developing 
countries by bringing their own business models, which were developed in home 
countries. This is not always true. At least in this thesis, distribution system of 
Vietnamese motorcycle industry is formed not only by MNCs’ intention, but also by 
local traders’ interventions (see Chapter 2). MNCs are the leaders in setting up the high-
standard service, human training and management knowledge to upgrade the 
distribution in the new motorcycle markets and in repair markets. Meanwhile, local 
traders are the leaders in setting price and sub-dealer’s operations in the new market; 
setting up the exchange of second-hand motorcycles in second-hand market; and 
creating additional services in repair market. Together, MNCs and local traders formed 
the today’s efficient distribution system.  
 
Regarding MNCs’ role in developing countries, the relational skills of Asanuma 
(1989) can be used to explain. Specifically, MNCs’ assistance and repeating 
transactions help to transfer the surface layer of relational skills, which are necessary 
for improvements (Figure 6.3). As the results of learning, local dealers have 
transformed from small family business to well-organized and well-equipped 
organizations, even developing their own retail chains (Chapter 2). Local suppliers also 
benefit from learning from MNCs to upgrade their capabilities (Fujita, 2013). In this 
sense, not all MNCs contribute the same. The Japanese conventional lean 
manufacturing, which tend to procure locally and train suppliers to meet their high QCD 
requirements, did help to upgrade the supplier system in Vietnam both in quantity and 
quality (Mishima, 2005, 2010; Fujita, 2013).  
As mentioned in Chapter 3 and 5, MNC A and B have been improving 
suppliers’ capabilities in their supply chains. Consequently, they can procure more 
locally than before for all core parts and components (see Table 5.2, 5.3). MNC A and 
B can procure respectively more than 90% and 88% locally. Meanwhile, local 
procurement ratio is only 36.3% for overall industries (JETRO, 2018). Besides, due to 
economies of scale, motorcycle industry also contributes to the development of 
supporting industry in Vietnam in general. Among 178 best Vietnamese suppliers, there 
are 37 companies supplying for motorcycle industry, taking 21% (VASI, 2018). 
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However, there is still a challenge when local suppliers cannot supply any core 
parts and components for MNC A and B (See Table 5.2, 5.3). Besides, the added value 
by local suppliers are still limited, taking only 11% in the North and 23% in the South 
of Vietnam, and 13.16% in total (See Table 5.4). Although the Japanese MNCs’ 
assistance and repeating transactions help to improve the surface layer of relational 
skills (e.g. QCD improvements), local suppliers still need more efforts and time to 
improve the base layer of relational skills (technological skills).   
Comparing contributions among MNCs, we can conclude that MNCs, who 
invest more in building local supply chain, contribute more to the developing country. 
Thus, the evaluation of MNCs’ contribution to a developing country should additionally 
considered on how much they invest in building local supply chain.  
As mentioned, building brands and market penetration are the impetus for 
MNCs to invest in distribution systems. In contrast, the lack of technological skills is 
the main hindrance for local suppliers to enter MNCs’ supplier systems and receive the 
technological transfer. To exploit the benefits from MNCs’ existence, the local 
government should find the right policy to induce the development of strong private 
sector in general, and supporting industries in particular. For example, the local 
government should consider to hold more seminars, international exhibition on 
machinery and technologies for supporting industries; specify concessional loans for 
firms in supporting industries to invest in advanced technology and equipment. 
Importantly, they should encourage and support the initiatives between universities and 
firms in human training. By doing so, they will have the good human source who knows 
how to use the advance equipment to improve the technological skills in the long run. 
When local suppliers can improve the base-layer skills, they can enter MNCs’ supplier 
system and accumulate the surface-layer skills such as QCD improvements by learning 
and transacting with MNCs.  
As observed in the studies, the Japanese automotive makers tend to apply their 
traditional policy of supplier development for economic benefits in the long run. Thus, 
the government can also consider the calling for more investments from Japanese 
MNCs in some industries, where customised production needs the long-term bilateral 
governance and supplier development. Certainly, it cannot expect that all those Japanese 
MNCs will invest in supplier development. As mentioned, this depends greatly on 
demand volume, competitiveness strategy (i.e., production efficiency or flexibility), and 
the technological skills of local suppliers.      
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APPENDIX 1 LISTS OF INTERVIEWS  
1. Lists of interviews with local traders in distribution networks in 2015, 2016 
(Chapter 2, 4) 
 




Urban Ho Chi Minh Se1 2015/08/12 NA 
Urban Ho Chi Minh Sub1 2015/08/17 NA 
Urban Ho Chi Minh A1 2015/08/18 NA 
Urban Ho Chi Minh A2 2015/08/18 NA 
Urban Ho Chi Minh Sp1 2015/08/19 NA 
Urban Ho Chi Minh Sp Ma1 2015/08/21 NA 
Urban Ho Chi Minh A3 2016/03/21 1998 
Urban Ho Chi Minh A4 2016/03/28 1998 
Urban Ho Chi Minh A5 2016/03/28 2007 
Urban Ho Chi Minh C1 2016/03/22 1996 
Urban Ho Chi Minh B1 2016/03/21 2005 
Urban Ho Chi Minh B2 2016/03/28 2009 
Urban Ho Chi Minh D1 2016/03/21 1997 
Urban Ho Chi Minh E1 2016/03/21 NA 
Urban Ho Chi Minh E2 2016/03/21 NA 
Rural Dong Nai Sub2 2015/08/20 NA 
Rural Dong Nai Se2 2015/08/20 NA 
Rural Tien Giang A6 2016/03/19 1998 
Rural Tien Giang A7 2016/03/19 1998 
Rural Tien Giang B3 2016/03/19 2012 
Rural Tien Giang C2 2016/03/19 NA 
Rural Tien Giang D2 2016/03/19 1998 
Central  
Urban Da Nang A8 2015/08/14 NA 
Urban Da Nang B4 2015/08/14 2013 
Urban Da Nang D3 2015/08/14 NA 
Urban Da Nang C3 2015/08/14 NA 
Urban Da Nang Ch 2015/08/14 NA 
Urban Da Nang Sp Ma2 2015/08/15 NA 
Urban Da Nang Sp2 2015/08/15 NA 
Urban Da Nang Sp3 2015/08/15 NA 
Urban Da Nang Sp4 2015/08/15 NA 
Rural Quang Nam Sub3 2015/08/16 NA 
Rural Quang Nam Sub4 2015/08/16 NA 
Rural Quang Ngai Sp5 2015/08/16 NA 
North 
Urban Ha Noi A9 2015/08/23 NA 
Urban Ha Noi B5 2015/08/23 2014 
Urban Ha Noi Sp6 2015/08/23 NA 
Urban Ha Noi Sp Ma3 2015/08/24 NA 
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Urban Ha Noi Se Ma 2015/08/24 NA 
Border Lao Cai Importer 1 2016/03/23 NA 
Border Lao Cai Importer 2 2016/03/23 NA 
 
The meanings of abbreviation  
Items Meaning 
A MNC A’s dealers 
B MNC B’s dealers  
C MNC C’s dealers 
D MNC D’s dealers 
E MNC E’s dealers 
Sub Sub- dealers 
Se Second hand shops 
Sp Spare parts & repair shops 
Ch Chinese motorcycle shops 
Sp Ma Spare parts market 
Se Ma Second hand motorbike market 
 
 
2. Lists of interviews with MNCs (Chapter 3, 5) 
 




Aug 28, 2017  




Aug 29, 2017 (includes 
warehouse visit) 
#2 





Aug 30, 2017 
#2 
Sep 04, 2018 (includes 
factory visit) 
MNC E   Italia 
Aug 31, 2017 (includes 
factory visit) 
 
3. List of interviews with suppliers (Chapter 3, 5)  
 
Name Nationality Interview dates 
Main 
customers 
VN1 Vietnam Aug 29, 2018 (via email) A  
VN2 Vietnam Sep 05, 2018  D & E (70%) 
JP1 Japan Aug 30, 2018  A (90%) 
JP2 Japan 
Aug 30, 2018 (includes 
factory visit) A (93%) 
JP3 Japan 
Aug 27, 2018 (includes 
factory visit) A (61.4%) 
JP4 Japan Aug 31, 2018  B (95%) 
T1 Thai Aug 29, 2018 A, B  
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I1 Italian 
Aug 27, 2018 (includes 
factory visit) E (80%) 
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APPENDIX 2 QUESTIONNAIRES WITH DEALERS (SUMMARY 
OF TWO INVESTIGATIONS IN 2015, 2016) 
 
Shop’s name:  
Address: 
Your business:  
 
1. The establishment of company  
- Establishment year? 
- The business before becoming MNCs’ dealers (e.g. source of supply, business 
model, market characteristics, sell motorcycles of which brand)?  
 
2. Process to be an exclusive dealer  
- Why did you decide to become the exclusive dealers of MNCs while selling 
multiple brands may reach more customers?  
- Dealership fee? 
- In the beginning days, did you actively contact to motorcycle MNCs or did 
they come to invite you? If they invited you to become their exclusive dealers, 
what were commitments/ promises in return?  
- Conditions to sign dealer contract 
o In the initial days, was the requirement 3S (sales, spare parts and 
service)? If 1S (sales) was accepted, how was the pathway to upgrade 
to 2S (Sales and spare parts) and 3S in the whole system (compulsory? 
Supports from makers?)?  
o In the initial days, what are the requirements to become exclusive 
dealer (e.g. showroom standards, capital, experience, minimum 
purchase of motorcycle per month, etc.)? How does it change over 
time? What are the requirements in technician training for aftersales 
service?  
o In return, what are MNCs’ supports (e.g. financial assistance for 
showroom building, technical assistance, human training)? Where are 
the training centers, and the assistance for transportation?  
o Contract: contract length? Exclusivity term? Is there any change in 
territory term? Termination term? 
 
3. Transaction with makers  
- Directly order to makers? How to order (e.g. monthly or daily, email or postal 
mail, deadline)?  
- Are all of orders accepted? How do MNCs make the allocation of 
motorcycles? In case MNCs’ allocation is different from dealers’ orders, do 
dealers have to buy all of allocated volume?  
- How is the delivery (e.g. fee, lead time)? Payment method (e.g. advanced or 
deferred payment)? 
- Regarding spare parts, how is the ordering? Is it different from the ordering of 
motorcycles? And how is the delivery (e.g. fee, lead time)?  
- IT system: Is customer information managed in-store systematically or only 
by salesmen? Is it integrated with makers? How does it change over time?  
- Maker’s control: Is there any periodical inspection from makers (quality of 
products and service, business situation, technician training, owner 
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meeting…). If yes, how many times a year? And how is it conducted? How 
does the management change over time (in the Chinese shocks (1993-2003) 
and now)?  
- How do makers support to dealers’ sales (e.g. marketing fee, discount rate, 
commission rate, rebate, sales management system)? 
- In case of dealers owned by MNCs: what department do you belong to? Who 
is your director? What is the purpose to establish MNCs’ own retail stores?  
- In case dealers want to establish store chains, do they need the acceptance of 
makers?  
 
Negotiations and dealer’s perception of power asymmetry 
 
MNCs A B C D E 
Comment on suggested retail price       
Discount negotiation       
Rebate negotiation      
Commission negotiation      
Delayed payment      
MNCs’ power tendency      
 
4. Motorcycle sales  
- How to decide price? Can maker intervene the price setting?  
- Who are major group of customers?  
o High income or low income?  
o Occupation: students, farmer, vendors, office staff?  
o Immigrants or local residents?   
- Characteristics of motorcycle sales: 
o When is the peak season? What is the highest sale volume 
(unit/month)?  
o When is the off-season? What is the lowest sale volume (unit/month)?  
o What is the average sale volume per month?  
- Is there a warranty service at this shop? Who pays for the warranty service? 
- If customers request to change paint or design, will you do it? Do you conduct 
the service of motorcycle modification (e.g. change motorbike exhaust or 
engine)? 
- Are there models produced only for rural or urban markets?  
- What are the hotlines for customers? How can you solve complaints from 
customers? 
 
The most popular model   
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Composition of revenue Ratio (%) and tendency (increase/ 
decrease)  
Sales of new motorcycle   
Sales of old motorcycle   




Composition of profit Ratio (%) and tendency (increase/ 
decrease) 
Profit from new motorcycle   
Profit from old motorcycle  




Composition of customers  Ratio (%) and tendency (increase/ 
decrease) 
Retail   
Wholesale   
 
Payment 
Payment method  Ratio (%) and tendency (increase/ 
decrease) 
One-time payment   
Instalment payment   
 
 
5. Organization structure  
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How is your organization structure before MNCs’ dealership and now? Number of 
directors, shop chiefs, chief accountants, Chief technicians, technicians, salespersons, 
revenue accountants.  
 
6. Others  
Hearing about the smuggling of motorcycles before motorcycle MNCs came and 
established assembly in Vietnam.  
Hearing about the sales of sport bike: sales growth, how to order, allocation of sport 
bike, lead time of delivery, etc.  
Hearing about the mobile repair service: start when? Fee? area to apply?   
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Your business:  
 
1. Source of supply 
- Purchase from manufacturers or from their dealers?  
- Do you pay on delivery, or pay in advance? Can you make deferred payment?  
- Is customer information managed in-store systematically or only by salesmen? Is it 
necessary to send customer information to the manufacturer?   
- Is there any periodical inspection from manufacturers (quality of products and service, 
business situation, technician training, owner meeting…). If yes, how many times a 
year?  
 
2. Motorcycle sales  
- How to decide price? Can maker intervene the price setting?   
- Is there a warranty service at this shop? Who pays for the warranty service? 
- If customers request to change paint or design, will you do it? 
- Do you sell Chinese motorcycles? Do you differentiate the Chinese motorcycle with 
the Japanese ones to customers?  
- Who are major group of customers?  
l High income or low income?  
l Occupation: students, farmer, vendors, office staff?  
l Immigrants or local residents?  
 
- Characteristics of motorcycle sales: 
l When is the peak season? What is the highest sale volume (unit/month)?  
l When is the off-season? What is the lowest sale volume (unit/month)?  
l What is the average sale volume per month?  
 
The most popular model   







Composition of revenue Ratio (%) and tendency (increase/ 
decrease)  
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Sales of new motorcycle   
Sales of old motorcycle   




Composition of profit Ratio (%) and tendency (increase/ 
decrease) 
Profit from new motorcycle   
Profit from old motorcycle  




Composition of customers  Ratio (%) and tendency (increase/ 
decrease) 
Retail   
Wholesale   
 
Payment 
Payment method  Ratio (%) and tendency (increase/ 
decrease) 
One-time payment   
Instalment payment   
 
 
3. Organization structure  
 
How is your organization structure? Number of directors, shop chiefs, chief 
accountants, Chief technicians, technicians, salespersons, revenue accountant.  
 






Chapter 8: Appendices 
Nguyen Kim Ngan - August 2020   118 





Your business:  
 
1. Source of supply 
- Where do you buy used-motorcycles? From individual or from other second-hand 
shops?  
- The reasons for individuals to sell their motorcycles? (e.g. exchange for new models, 
need money) 
- How to decide the buying price? What is the difference between brands? 
- Do you buy used Chinese motorcycles?    
- Is customer information managed in-store systematically or only by salesmen?  
 
2. Motorcycle sales  
- Is there a repair service at this shop? 
- How to decide the selling price? What is the difference between brands? 
- Payment method? 
- The purpose of used motorcycle purchase? (e.g. exchange for another model in 
reasonable price, transport goods, or collect antique) 
- Who are major group of customers?  
l High income or low income?  
l Occupation: students, farmer, vendors, or office staff?  
l Immigrants or local residents?  
 
- Characteristics of motorcycle sales: 
l When is the peak season? What is the highest sale volume (unit/month)?  
l When is the off-season? What is the lowest sale volume (unit/month)?  
l What is the average sale volume per month?  
 
The most popular model   






3. Organization structure: How is your organization structure? 
 
THANK YOU VERY MUCH FOR YOUR COOPERATION! 
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APPENDIX 5 QUESTIONNAIRES WITH REPAIR AND SPARE 
PART SHOPS  
 
Shop’s name:  
Address:  
Your business:  
 
No Service  Ratio (%/revenue) 
Tendency 
(increase/decrease)  
1     
2      
3      
4      
5      
 
 
Source of spare parts at your shop  
 
No Country of origin  Ratio (%) 
1 Japan  
2 China  
3 Taiwan  
4 Italy  
5 Vietnam  
6 Others: …  
 Total 100% 
 
Please arrange the names of components, spare parts, and lubricants in the order of “the 
best seller” (e.g. number 1 means the best seller)  
Market price comparation: please fill in the price in the respective column.  
 
No Spare part 
Import Market  Domestic suppliers 
Thailand  China Name origin Japan China Taiwan Italy Vietnam 
1                    
2                    
3                    
4                    
5                    
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Revenue 
 
Components of revenue  Ratio (%)  
Retail (sale to individual)  





Profit  Ratio (%/revenue)  
Retail   
Wholesales    
 
 
According to your experience, please evaluate quality based on a 10-point scale  
 
Popular Japanese brands in the market  
 
No Spare part Brand Quality evaluation 
1    
2    
3    
4    
5    
  
Popular Chinese brands in the market  
 
No Spare part Brand Quality evaluation 
1    
2    
3    
4    
5    
 
Popular Taiwanese brands in the market  
No Spare part Brand Quality evaluation 
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1    
2    
3    
4    
5    
 
Popular Italian brands in the market  
No Spare part Brand Quality evaluation 
1    
2    
3    
4    
5    
 
Popular Vietnamese brands in the market  
 
No Spare part Brand Quality evaluation 
1    
2    
3    
4    
5    
 
In case of repair shops  
- Can you differentiate the counterfeit parts with from the genuine ones? And how?  
- Do you conduct the service of motorcycle modification (e.g. change motorbike 
exhaust or engine)?  
- In case of repair shops owned by MNCs: what department do you belong to? Who is 
your director? What is the purpose to establish MNCs’ own repair stores?  
 
 
THANK YOU VERY MUCH FOR YOUR COOPERATION!  
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APPENDIX 6 QUESTIONNAIRES WITH MNCS IN 2017  
 
The Theory on the Coordination between Production and Distribution 
  
Mass production is of significance to take use of production capacity of 
equipment and reduce the cost per unit. However, pursuing mass production can cause 
huge inventories. Selling based on order is the best way to reduce inventories. 
Nevertheless, the waiting time for production and delivery is long, and the parts 
sourcing for stable production is difficult. Moreover, in automobile as well as 
motorcycle industry, production process is multistage. How to take use of production 
capacity and manufacture based on real diverse demand is a big dilemma. 
Asanuma [1994] systematized the flexible production of Japanese automobile 
industry, which successfully overcame such dilemma. The flexible production lies in (1) 
the coordination of sales planning and production planning and (2) the different lead-
time of part productions.  
Firstly, suppose that automobile manufacturer is to make the monthly 
production plan for the month M. 
Figure 1: Two methods of monthly production planning 
  
Source: Asanuma [1994] page 126. 
In method 1: by some target date, dealers have to fix the volume for each car models 
and all of specifications.    
In method 2: dealers just need to decide the volume by car-line. Full specifications of 
each car-line can be sent later as long as Lt days before production. The merit of this 
method is to reduce the risk of misjudging the real demand by the car manufacture and 
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Figure 2: Method 3 of monthly production planning 
  
Source: Asanuma [1994] page 128. 
In method 3, based on necessary time for production of some items, specification is 
divided into two kinds: basic specification (need longer production time such as body 
type, the engine type, the transmission type…) and secondary specification (options and 
colors). Secondary specifications can be finalized only 3-4 days before production. By 
adding one more step to method 2, they can make further flexibility in production.  
In method 1, dealers can order in anytime. But in method 2 and 3, the date of fixing 
specification is also the date of order.  
Research question: Which method the motorcycle industry in Vietnam has been using? 
 
Reference 
Asanuma, Banri [1994]. “Coordination between Production and Distribution in a 
Globalizing Network of Firms: Assessing Flexibility Achieved in the Japanese 
Automobile Industry”, in Masahiko Aoki and Ronald Dore eds., The Japanese 
Firm: The Sources of Competitive Strength, 117-153, New York: Oxford 
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Interview Questions  
 




 (1)   (2)  
   
 (3)  (4) 
 
   (1’)  
    (5) 




Figure 1: The hypothesis of production and distribution 
 
(1) How are makers and dealers cooperating to make sales plan?  






- Deadline for Dealers to submit their sales plan to the regional office? By email or 
computer system? The planning is for the next 3 months or 1 month? Does it repeat 
every month?  
- Must it be final decision about motorcycle –line and color or motorcycle-line only? 
When do they receive the answer about final allocation for them? Can they change 
the color or motorcycle-line after that? 
- Regarding order and delivery: Can dealers arrange the delivery schedule or they 
have to follow the fixed delivery schedule by the maker in month M? When is 
deadline for the payment? 
 
(2) What is the function and jurisdiction of Regional Office?  
- How often do regional offices have to make sales planning and the deadline to 
submit to the DSD? What do regional office do when the received dealers’ sale 
planning are so different with their own planning?  
- When do they receive the answer about final allocation for their region? Who will 
allocate the motorcycle volume to each dealer, regional office or DSD? What is the 
basis for motorcycle allocation?  
(3) What does Domestic Sales Planning Division do when regional offices’ plans are so 
different with theirs? When is the Vehicle Production Meeting? Based on which 
criteria to make final decision of production in month M?  
(4) How often and when do overseas dealers have to submit their sales plan to OSD? 
What do OSD do when overseas dealers’ plans are so different with theirs? When 
demand tends to exceed the production capacities, do OSD and DSD compete with 
each other?  















to dealer   
Dealers submit 
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located in Vietnam, suppliers located in Japan, Thai, China or other countries 
(import)? How long does it take to receive all parts that you have ordered for the 
production from domestic and overseas?  
- When do you have to decide the daily production for the month M? In month M, do 
you need to manufacture more than the planning to make the inventories to ensure 
the timely distribution to the market demand in month M+1? 
- How long does it take to assemble one motorcycle? How did you improve the 
productivity of your factories?  
- Regarding domestic logistics: Is maker operating the domestic logistic by 
themselves or they have to use the service of the third party? How many regional 
warehouses do you have? How long does it take to transport the motorcycles to 
regional warehouses?  
- Regarding the spare parts and components: how can you make the stable supply for 
the market? How long does it take from receiving orders to delivery at Heads? 
When is the deadline for the dealers’ payment for each order? 
 
II. The difficulties that your company has encountered while building your 
distribution system in Vietnam and how could you overcome to improve your 
system? 
 
III. The distribution of motorcycles from Vietnam to other countries 
(1) How do you decide the production and allocation of motorcycles from Vietnam 
to other countries?  
(2) What is the position of Vietnam subsidies in your group’s global supply chain?  
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APPENDIX 7 QUESTIONNAIRES WITH MNCS IN 2018  
 
1) Production planning: How many days of one lot production? How many stages 
of production planning do you need to divide in order to improve the accuracy 
of forecast? How many days prior to production day that you have to fix 
production planning (preparation time)? Can you make a change (motorcycle 
volume, models, colour…) after fixing the lot production plan? Why?  
How can you make a smaller lot size of production and shorter operation time 
for preparation? If impossible, why? Is there big variation in your production? 
How can you overcome this through part procurement?  
 
2) Part purchasing: How is your company purchasing parts and components 
(procedure, who is in charge, management of part inventory)? What is the size 
of one lot order (sourcing for how many days of motorcycle assembly)? Is there 
any difference among parts module? How many stages of procurement planning 
do you divide in order to shorten the preparation time for lot production? How 
many days prior to the date of use that you have to fix and make official orders? 
After official orders, can you make any adjustment?  
At which time that the number of orders became the official contract with 
suppliers? Is it easy to switch suppliers based on price?  
Is there any effect of regional integration (FTA, AEC) and trade barriers to your 
procurements?  
What is the procurement pattern at your company (Table 1 below)? 
 
3) Relationship in supply chain: How can you build the trust and motivate 
collaborations from dealers and part suppliers? What are the difficulties to build 
trusted network and improve efficiency in your supply chain?  
What kind of information and how are you sharing with dealers and suppliers in 
order to build the flexible production adapting the demand changes and reduce 
inventory? Achievements in inventory management?  
4) Product development and productivity improvement: How do you make the 
product designs and product development for Vietnamese market (sources of 
information; roles of each member including dealers, suppliers, R&D Vietnam, 
Regional R&D in Thailand, R&D in Japan; achievements…)?  
What did you do to improve the productivity at your factory? And 
achievements?  
 
5) Others: How do you combine sales planning from dealers and your sales 
forecast to decide a production plan? What is the meaning of sales planning 
from dealers?  
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Table 1: Procurement patterns of main parts 




Block           
Cyliner Head           
Piston           
Piston Ring           
Oil Pomp           
Carbureßtor           
Clutch           
Transmission           
Underbody 
parts 
Wheel           




Fuel Tank           
Muffler           
Suspension           
Body           
Power 
Generator           
Electric 
parts 
Lamp           
Meter           
Group1: Japanese keiretsu of your Group  
Group 2: Local suppliers  
Group 3: Other suppliers of all foreign nationalities 
If there are more than 2 options for purchasing 1 part, please write the percentage of 
each source for that part. 
 
The end.  
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APPENDIX 8 QUESTIONNAIRES WITH SUPPLIERS IN 2018  
 
 
1) Company’s information: year of establishment: 
• What are the initial reasons for your investment? What are advantages and 
challenges so far for your business? 
• Main investors?  
• Organization structure? Number of workers? 
• Production capacity? Design and real? 
• Composition of products? 
• Composition of customers (motorcycle assemblers, direct to repair shops or 
open markets, export). Location of customers? 
 
2) Production planning:  
• How are you making production planning (small lot production based on real 
orders or mass production based on your own forecast)? 
• The sequence of production planning?  
• How many days of one lot production?  
• How many days prior to production day that you have to fix production planning 
(preparation time)? Can you make a change after fixing the lot production plan?  
• Is there big variation in your production based on market demand? How can you 
overcome this? 
• What have you been doing to improve productivity at factory; product 
development; and inventory management at your company? And results?  
 
3) Materials purchasing:  
• What are main materials needed for production? 
• How is your company purchasing materials (procedure, who is in charge, 
management of material inventory, support from motorcycle manufacturers)?  
• What is the size of one lot order (sourcing for how many days of parts 
manufacturing)?  
• How can you make purchase planning to overcome the difference in purchasing 
lead time among materials?  
• How many days prior to the date of use that you have to fix and make official 
orders?  
• Is there any effect of regional integration (FTA, AEC) and trade barriers to your 
procurements?  
 
4) Relationship with motorcycle makers:  
• What is your relationship with motorcycle makers (continuous long-term 
contract or monthly order contract only)?  
• What are supports from motorcycle makers? 
• In returns, what are your contributions to the motorcycle makers in their supply 
chain network?  
• What kind of information and how are you sharing with motorcycle makers in 
order to improve the efficiency in the supply chain? 
• Competition pressure: from import or domestic suppliers? Customers ásk to 
reduce price every year? Rewards and punishment?  
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5) Future strategy: Do you have attention to expand production capacity to 
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